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A PS^iFACE TO PtASXING 
By RADUiEAiLiL MoasRJEf: 

Horentent Towuds Planned Econntoy.— 'Etooomic ^tanning 
haH signiilouioc throughout tbo world with tho 

end of hiiaatz-faiTt. Afi economJe nfltionalisin baa become 
stronger and mote thoroagh-goiog, economic phlnuiiig liflfi 
become more pervaaivG, emliraciiig agriculture, industry, 
trade and tlnance. Before the Great VV^ar eaonomio 
planning was more or less social etigmeering, focusing 
its attention cliicfly to the prubletua of relation of 
conditions of labour, houEmg, relief of unemployment; 
iiiuJ eooial welfare in geiierah In tlie post-war eisonamiQ 
world, planning has beMrae true of every important ueotur 
of economic life. In a Bocialistic country like Russia ths 
State has now become not merely n couipreliensive social 
welfare agency but also a vast business organisation. The 
Eaficuit countries also exhibit a completely controlled 
eoonamy, but for reaeons different from those which under- 
lie Soviet econoDiic planning. In Germany, w»d in a less 
extreme form in It^y, foreign exchange, foreign trade, 
wages and prices ore all oonipletcly rt^gulated by the State 
for the sake of pushing a pregtnmme of eccoiomio autarchy 
and iuteusivo rearmament, But in the so-oaJled demoenvtie 
oountries, where the course of prod«ctio.n and employment 
is etiil settled by the expectation of private pruffts, the 
State not onlv imdertakes social amehocative progranmics 
but abo rcguiites the moviements of commodities and gold 
and tbe functions of credit and mirreney to an estent 
unknown before. The distinotion Ijetweeii socialmtie or 
rllctatorship countries and the copitalifltie or duniucratic 
oountries has now become one of degree rather than of 
kind. It is probable that as the present trade pecession 
develops the democratio countries, where the nnfavoiirable 
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of depre^ion 'tv ill he expcnenced much more tTmn 
in their Faeoisi livale, will move further uiong the road 
toward State contiul, and th^ economio ap£Mtratua will 
loud more und mnio to become assimilated to tliat of the 
totalitaiiaii i^tatea. It will Iw useful to give a brief outline 
of planned ccQnamie policy which will be of immediate 
aignilicance for Endiii, l>caxuig In mind the jHihemea and 
nndertakitigs aucocesfuUy adopted in the agricoltiajal 
countries of the West, especially the tJ.SA. and Soviet 
Ruasia, with which India abows marked resemblance in 
the general oondguration of hot economio life. 

Agricnltnral P lanning * eDnserratian ol soil water._ 

India maintains the largest agricultural population on 
the basis of aubsiatcnce farming in auudi holdlnga hut she 
hardly realises that much of the iioil's fetiiUty, which b 
lior nmst valitablc legacy, fundamental eouojo of her weaith 
and basis of prosperity, is slipping away from her. Soil 
CTOsiioti is the greatest single menace facing Indian agri¬ 
culture to-day. In many areas as human ftT»l animitT 
population Iieis expanded beyond the limits and resonre^s 
of the village fields anti groves, the axe and the plough 
inrado anti appropriate all uncultivated wastes. The 
destruction of forest or acruh jungle and the exttuation of 
stumps and roots Jay bear the ground and expoeea it to 
the quick work of water and wind eroaon. Its devaatutii^ 
cflccts vary according to soil and topography and the 
m^nsity of poptdution presume. With the loss of llie top 
soil and failure to replenish the depleted plant food, when 
cow-dung, the only uvailablo cheap mamire is bumt due 
to the scarcity of fiidj the impovcnslied i$oil shows on tho 
whole lesser yields. Recent investigatioTW show that in the 
bam fallow fieida in the foothdis of Northern India, except 
properly levelled rice land, a single storm leacfe to the lose 
of soil at the rale of Ij tons per acre, wliiJe in the Bombay 
Dccojvn ihene is a lofia of 133 tons of soil per acre por annum 
h'oja * field of Jowitr. In tlie face of rapid scoiiriug of the 
soil, the tiuprovcmcnf of orop varieties or iiitroduetum 
of chmnicnls an; more or less a drop ia the bucket of 
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productivity. Such ftcoiirmg ia eapocmUy acuto in India 
aJoog the Himalayati fout-hilla and sJophig gruuntl Lbrougb- 
out Northern India, in parta of Madr^^ tii^ Bombay Detican, 
the out- 0 r province^j^ the Pimjab and the Oential I^ivmoiH, 
Chota Nftgpnr and Central India. Besides^ along the bfinka 
of most of the bigger rivers soil eroaiem bos led to the 
formatinti of a vast and intricate network of fissured and 
guJlcys And the losa of invaluable agrienltnjiL! land. Soil 
e^ioii Ls responsible for a millicm acres erf ravine lands 
in the U,P,* for the man-made desert Iwatween Rajputiumi 
and tlie United ProviaL'es^ whicli k now kivading her 
ftoutJi-westeni diHtrictu, and for the [jortial filling in of 
reservoirs and choking of irr^ation courses m the Punjab 
and Dnited Provinees- Ravine fonnalion is a serious und 
iiiorea^ing menaotj to agricriiltnre and The village in eev^ral 
parts of the Gxinges plain, in one particular district in the 
United Provinces there are about 12 laMis of acres of 
ravine tiuid, and UOOU acres of good cultivable land are 
annually lost to cultrvaiion as tiie result of erosion- In 
thu^ jjartfl of India whEre the rainfall k defideutt ^odl- 
ejwioM is also aided by wind-emekni. 

It U in the United Statea fchitt we find the most oonipre- 
bejjidve planned oomljat witJi erosion. Tft-enty-two states 
have pas^ laws for the creation of ^oil conservation 
districts, in India only ijoniparativcly small areas of 
forests are under Goveroui^nt management; forest officers 
are few, wiiile iegklation is also inAdequato. Forest wn- 
servation and replanting. guUey-plugging, remeii^ and 
levcllmg of fields, anti atreiigiheiung of field banks by 
growing fodder crops are the major control measures 
necessary fnr dryj badly eroded areas m India. The cmi* 
atmotkin of damSj and embaiiknicntf, comhtned 

uitb the development of many terraced pits which ate 
built out along the ddes of tUc ravines and on the ateeply 
sloping luTiii* will also be found useful in eroaion and gnlJey 
control in mokt aones. Such measures have been taken in 
some part^ of llie Punjab and the U.P., but the work is 
but a em&U travtion of wbai k now necofisaiy- Only one 
provinre^, rts., the Punjab, ba*^ become aliye to this nianoce 
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jknd IB n^bcitit to craat€ a special depak^m«ijit deal wkb 
fioU'oroision, Tluo problem is also bound up with tluo 
regulation of exoes^slve aaci iadisciimimte grazing of herdn 
and Jlonkfi. The Fun^t Dopartiuent eiiould extend Its 
activitie^^ along tlie line of oq-operation mtb tho eultivator, 
who ia facial with iiiureadng fodder shortage for liia 
Diultipl^vdng cattle. It w rounti iit some arras tba! the 
cutting of gniss for cattle ioistoad of peniiitting them bo 
grozo in It rcsalts in a greater yield. Without the oa- 
openvtion of village punjc^ffoi-s in tlio coucrol of grazing 
and improvement of natural grasslamis, many fertile ajpas 
of India woultl share the fate of the Bmjabkmfii, ouoe 
ftowing with milk and lymey^ but now stripped entirely of 
tt^ vegetative covering, ii oatt-Ie-made de«ert extending 
over several hundt^]^ of Rqniiiv milcB in the heart of tim 
world's most fertile pMn. In the face of the nuiss move- 
mpiiL whicli baa synchromaed vdih tl3e advent of autonomy 
in tlie Pri5TinucB5 tbtfre ts Bpeoial danger of pnaferring the 
immediate denmndB of the peasantry for freo grazing of 
cattle ami rek;xation of forest control to the n^tis of the 
generations yet unborn. That danger is aggravated evetv 
decade by ihe qnmk multipbcatlo-n of Inimanity luid its 
cattle, the improvident consumption of their capital assets 
of soli, trees and grass and the incieaso of ecoiogic dis¬ 
balance of soil, Tcgctfttian and water. SucIj dJsbatanco 
kwls not only to tliminishing returns in agrieultutt^ hot 
ako to an incre^ of aridity, cspecialiy in the zones of 
precarious rainfaU. whioh makes Tcphmting of forest and 
grass in any area^ denuded by niilure. man or cattle^ 
impoBsihto. If the mim-mado desert between Eajputaua 
and tli^ United Provinces m now protniditig its dry, thirsty 
tongues into the south-western part of tbe Oangea Valievp 
mnn'n improvident exploitation of timber, fuel and gra^ 
tB, the Himalayas a snxuhir itimie whinh brings about 
devastating recurrent floodii and jVopatdiscs the agriculture 
of the pkUift ftt>m the Pimjah to Alisam. 

Co-ordiufltwi Dcvelopm^t of Forestry* Erosion and Flood Con- 
troL—L^md planning and water planning are interlocked with 
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each ottujr. Soil wBalujrJ from tlu: liilt fltopes, falJow' laiide 
and [iftsturcs tends to GU reservoirs, clog irrigaiaon ooaises 
and atreain-ohAmiels. Agricoiture', irrigatign nnd navigation 
are all oObeted. Tlie dcnudaiion of the Hmnilftyan slopes, 
the undue increase of cult-ivatjon on the iiill-eides iind the 
eeaeoDHl eoiiocntraiion of tiiigruiit Docks along the travel 
routes leadiiig to the meadow of the upper ranges iiavo 
brought alKiut unmeasured losses of aoil and water and 
nil I be an inuruasing menace to irrigation and agriewltme 
in the valleys helcw. In the iHinjab soil-en»ion has in¬ 
creased tlie load of silt derived from tJie Jammu and Gujrat 
foot-hills which ia carried by the ♦Ihelnm Rivtr, and this 
liim decreased the riarr^'lng capacity of the upper Jhehmi 
Canal by 4i> per cent, even after the expansive installation 
of a nimibcr of sUt eiectom. The IncrG&se of the run-off 
loss of soil in ihe leas adequately coverod hill slopes 
of tlie TehrKJarhwul region will, it may be etpeoted, 
similarly result in the partial filling in of reservolis and 
the clogging of iirigatioa ditthes bcfoie long, to say notiiing 
of the difficulty which wiU be caused by this sedinumt in 
operating many of the hydro-electric plants. 

In the United States the Tennessee Valley Authority 
created by the Congress in 1933 is the most interesting 
regional p bim^mE agency for the co-ordinated development 
of agriculture, forestry, navigation, aoil-eiosion and flood 
eoutrol. Similar regional authoritjes, composed of planning 
boarda of different Slates, li»ve been proposed for various 
other river vallej's. In India irrigation and water problems 
Bhoiiid no longer be treated as Ptoviucial subjects. In the 
up-river areas the expansion of agriculture ami population 
involves deforestation, soil-eroston and interference wuLh 
the river aystero, wliich give rifie to problems of more than 
local fiignifitmice. As population baa multiplied and the 
plough and the axe have ascended the bill-aides, the dcstrac- 
tioii of foTcsta in the catchment areas of the rivers and 
their tributaries Itaa caused rapid niii-off anrl croaion Icml- 
ing to the deposit, of an increasing mass of debris on 
river-beds in low lands, thus incraaeing the damage from 
Hoods. The Uoghra. the Gandnk and the Kosi. the Son 
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luiii tb? Suvanmitklia, liie Ajaya, ami i\\j& DjMnodftr, the 
Tiotitap Lhc! Padma and the BrJihmaputm^ the Maliimadi 
aaii tlie 0<xlayiiri“itll bring floods width are in large 
mea^irre due to defot^tation in. the hills. The Lni;[ea^ng 
sevBiiiy and frequency of Hoods in recent years in Bdiar^ 
Orissa and Bengal arc due to man'a brvaiiion of the cra^Un 
of etneams and trees> O^ er-grazing by couiitlje~js flocks of 
cat tie, sheep and goats in the up-river areas aljso catLses 
much erosioiL. The evU of the extension of ravine laiids 
is net confined to the United Provim^ and llie Punjab 
hut extends to ilw Bengal and Bind Delia where the 
TOmoval of soils of whole valloya by duiindatiinn has led 
to the silting lip of rivur-bctls and the meandering of rivers. 
The reclamation of swampe in Ondh, the diatricta 

of the U.F-j Xorthem Biluir and ^Vssam ha® abo foroed wi 
exceedingly heavy mn-ofF. It is estimated that the Ganges 
timv carxleiii ti> the sea eight times the quanfcitj^ of silt carried 
by the iTisei&sippL and that fxom a catchment area le^ 
than one-third the size. ''It ia not ivlthout aigniflaancej^ 
re[>ort^ an irrigat.iDiL cnginoorT, ‘"that the InghEsl recorded 
fiood m the Ctuigea oacurred in 1924 and tJiat the luTvcet 
recowJed winter discharge oc<>iitrcd in 1929." There ftr& 
recot^b of the Gangei? for over a century, and the period 
is long eiKiugb io exclude all seasonal cycles^ Unplanned 
(Amsi extenision, following Lhe demands of phenoTnenal 
population and agrioultural expansion m the U^F. and the 
Punjab, has greatly aided the silting-up preoesa ttirongh 
the diversion of vast volumes of water. Approximately 
20.000 cnsccs are ahstrauted from the Ganges and. by the 
Ganges and the Sanla otiiials^ amounting to 30 or 40 per 
cent of the total liischArgc of tlu? River Ganges. Tliere has 
resulted prohuhly a general reduction of einnuter level of 
the Ganges bjr two or three feet which Ima thereby in- 
cTOiscil the diflicuity of maintaining the connection between 
tire main river and ite feeder^ tmd channeis in the Bengal 
Deha. 

Keed of an Inter-Fruvinola! or Federal Development Anfhcrity. 
—Many agricijltural and economic prohleruH can b& dealt 
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with nduquately oiUy ftfi intcgnil parte of a unified plan 
for ft complete river watershtsci as a great natnral territorial 
unit. Thus in India we <night t-o hove a Gfliiges River and 
an Indus River OommiBSion, a Godavari Board and ft 
Cauvery Board which almidd arbitrate between the oonfiivt' 
iug p tninift of agdetdfcuro nnd canal irrigation in the up¬ 
river areas and navigatioti and lagoon irr^ation in the 
down-river areas nnd adopt Bystematic, co-ordinated 
measuiea of afioresUtinn, flootl mniroi and river niamigp- 
ment. Russia has recently completed the Volga canal 
extension sclujine hniigiDg the V olga water to the very 
doors of Moscow which lias been linked with the Qispian 
Sea, and through other wafer routes exUtii^ or soon to ho 
built with the Baltic, tJic White, tim Azor ftud the Black 
Seas. The work of excavation, which was almost twice as 
niuoli on the Suez Canal, was mainly entrusted with 
tbiouftftiids of ftirmar c rim inais and law-br&akfiTB who were 
Cfttiglil up by the enthusiasm and enei®' of the great 
aodalisi proiect. Bengal'a river-homo traflia is probably 
the largest iu the world, but it still can lie eidarged cnor- 
mously in volume Ihrougli planned canalisatkoi in Southern 
and Eastern Bengal, whiah might remove tlm congestion of 
waters in the bwer delta and resuscitate the water-ways 
in the moribund delta. Sind, which te a deficit Provmoe, 
can enonnoualy increase her wealth through the full 
utilisatioa of her w'ater resourcee by planned cotmlisation 
and irrigation development. Plami^ hydmQiio and agri¬ 
cultural reolanifttiou of formerly malarift-fitrickcn mimihes 
luuj achieved wonders in Fascist Italy. E'ourtoen per cent 
of the national territory liave been protected or tnuififonncd 
several tiew towua and agricLthuniJ colonies built to 
which the aurtilus population from over-crowded areas is 
now being diverted. There b a State inkud migration and 
rosettleaiont deiiartimeiit for agricultural rccolonisation. 
Malaria and agrioultiiral decay in Northern Bihuf, Ceutral 
and 'VVestem Bengal are now epreodiug like an infection 
from the dojwl river zone to the enriro rivor valley, WHiether 
wo ill ink of uffonstatiou, crofiion-control or hydro-eleolric 
development, fiood prevention, river nianagcmont or 
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ro-sottibment, tbc solutioo lies jti eacJi uaso ia tlu} co-ortiiua- 
tion f>fpJtmning mider a centralisftd, inter-proviMcial or ftxJfsriU 
devetoptneiit authority. 

Crop and Food F Tannin g,—Oiu> tiharacterbtio feature in 
RusKitin and Ajnerioan agrioultiira! planning has been the de- 
TClojiment of n unifom agricuitunvl pmetioe and organisation 
in homogeneous ogricuitriral areas griming single, distinctive 
In ^dia crop planning will have to bo undertahen on 
different linei! and oortespond to conditions of soil and 
watM aupplj and to population (laiis%, A ImJan ie d 
combination of subsistenoe fanning and iiidujBtrial cropping 
should bo the aim m tho major part of India, where the 
holdings have becomB undor sLied due to heavy population 
pressure and whom the slump of agiicultimd prices has now 
niadfl the cultivation of many crops imeoomKiiical for the 
small liolder^!. While succesiifu] errop plauaing will depend 
largely upon an improvenaeut of the yields of rice, wheat 
and other CL-reals, substatcuco holdings should be eneouiagcd 
to grow appropriate peas, grams, beans and oil-seeda, 
whiclj may inorcojje the protein yield per aesro and can be 
more easity adulated with tim p.Trticuiftr Btaple of the 
peasantry. We often find in India tliat a caaJi crop like 
jnte or cane leads to tlie ultimate exhaustion of the soil 
wd also the impoveoahment of the dietary by sutieiBodinc: 
beans, pulses, oil-seeds and fodder crops. A systematie 
crop and food plannhig, taking into eonsiderotioir tlie dual 
need of iiroducing heavy-yielding and energy-.producinc 
crops, supplemented as these should be by the acceasoi? 
uxxl produete iieceosa^ for iiealth luid eSieiency. should 
be imdertakcD in Indlaj egpcciallv in the of heaiiTr 

pepubtion pressure. It is in thesis areas that the holdincs 
«re ifmaUest and food teiuls to be ifuuleqimto or tm- 
glanced; oxul placed crop production may emmteract 
food deBcienoy and c^rntribute to improve rliet and health 
ecm^tiona and distribute the labour of the peasant 
to ^tter advantage throughout tlic year. 

Ko useful crop plannhig is, however, possible uulroe tlie 
Indian peasant Icams to take a proctioal view of BnimaJ 
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keeping. It m*y be edtunattsi thnt about 125 million cattle 
out) of a total ‘stock of 2M millimifl arc superflutnw and 
uncconoinioal. in Holland and Germany tlia State regulates 
not merely Dm bteeding from pedigree steck but aluo limiU 
the number of calves which can be maintamed m the benlB. 
india inuet plan deliberately the leduction of her exocsswe 
cattle population ftti aa to develop a flourishing export 
trade of cattle with Africa and the Butch East Indies and 
a combination of inteuBive crop and fodder cumvation 
with dairying in her small boldiiigs at home. 

Planned Harketine and Pinance.—That unplanned market- 
inB ia tlio cause of the moneyletidets authority over 
tlifi peasmite' crops, stock and toU ia another le^n 
whicli can be derived by India &om the remarkable 
methods of improvement of uiarketiiig and crop finance 
in many countries in Europe. One most important mode 
of rehabilitating co-operation from the effcots of tlie 
present depresfliau will be to prcvcat a member of tlm 
Co-operative Society from disposing of his produce privately, 
^\fter volontan- debt ooneiliatiou or compulsory liquidation, 
which will involve wiping out of incooverable aweais and 
quick disposal of saleable fragmfintt of holdings or other 
isets. such co-operative societies will take over the swled- 
dowu debta of oultivators, place these on a definite long¬ 
term basis, and fix reaeonablo jbi^a with the creditoia. 
leaving due margin to enable iheir debtor members to 
borrow and repay each year for their seasonal requiremonte. 
They will issue promissory notes or warrants in favourtof 
tlieir eteditorSi endorsed also by the debtors. Tbs secioaty 
for these promissory notes or warranta aliould bo the crops 
or dairv produce of the debtor, who must deposit these 
either hi the store-house of the societittf or ui carte sent 
to an address indicated by it, Tim co-operative sociotiea 
ahould decide what portion of the crop thus depomted and 
sold should go tew-artis the (laynicnt of instalmente to the 
old creditors, Bdore each harvest bj-!awa should be made, 
as in some agricultural countries in Europe, conccnimg 
the procedure in respect of sale of agrimiltural produce 
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and jiuyioejit of instalments to the oM ereditors. Grading 
and standaniisttlion of iitoduce. improvement ofatorogo and 
even the use of gnuinrs' receipt 03 hUls of exchange ^ill 
gradually fciUow, as in tlie W’est. Whore the existing oentrai 
barkks are operating over small areas^ thdr oonveraiou into 
effective bankhig and oiarketmg imioiia Is fieootdingly tlie 
immediate step. t!redit acrivitlos of tlie bank^j imd co¬ 
operative aocieties will be strengtherued by Joint puroliase 
and 3al<? atni the entins co-operative movement will be 
permeated by a new spirit wiieu the oo-ojierative ssocietieis 
are able to fuisifti Use jieasantTy not mesi^ly in giving Icana 
blit ui all the mmifications of the daily routine of agri- 
cuJtnrei pnrGhose j-tTiti m*ifketing and mainiain a cnntinuuiia 
coiitaci with them. The assimilation of oo oj[M3rative 
marketing w^ith rural fiuancjej which is such a strikhig 
feature of the agriaultursl orgjetniaation in France and 
Denmark, and a more effective co-ordination of tlie ihsancia] 
paiioies of the Cent-ral Hank^ and the Pjoviticiai Bank, will 
enable the Resert'o Bank to give the much-neockd relief 
to agiicuJtitre, ajsd lielji towards the effeofcivo inte?gratkifi 
of co-opemtivet joint-stodk and indigemoua hankiiig with 
tine organised banking eystens in the cuuntry. 

Hescnc ol AgriaUtnre and Agricnltnrists,—During the last 
t\yo decades agrioaltiiml prices continuously rose and ronta 
and revenues bad been adjusted to the increased values 
of agriciLitunii produce by the courts, or by the sottle- 
manl operations, or bt* prinito cnliaiioeioents of tho 
laiidlisnbi themselves* Now the pemitihmi has swung in 
the oppof^ite direction. The State, the landlonl and the 
money-lender ahnuld now all oo-opBiate in preventing an 
utter ooilapsc of agricitlkuo due lo loss of t!ie pcaaoiit's 
oredic, imd this justifies omergency legkkiticn such the 
rovision of rente or even, parthd cuspension of the colleotioii 
of rent imd mveuuet r^nciion of the period of lami seitle- 
menti scaling dowTi of debts, limitation of the money-lender's 
rates of interest, restriciioii of sub-letting, mortgage anti aab 
of land and limltatioii of the oicpcDdituTD on social cernmonie^i'* 
m, for insiorioep reocnlly effected by the Imiore Dnrbar, 
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The diEifUicy 6sont jjoiieiesi of tho last (Jeoadfl increaeed 
the real burden of the ngrieultural classes in India materially. 
On occoimt of pnjteotive and revenue tariff, mftnufaotures 
have gained, but the game to Bgrieulture have not been 
proiKiriaonatc- 

The faT.ioiihlieatjon of tenure, rent and revenue |)alicy, 
tlio management of agricultural credit and prires, State 
aid to tbfi movements of agricultural produce nliroad by 
means of imperial or bilateral trade agreementSj licjuidatiou 
of illiteracy, ogriotdtnral education and demonsnatiou. 
State expenditure on works of niial public utility, such as 
the confitruotion of tnreiwayE and light raiiwa>TJi the 
tuatullatiun of tulie-wdlfi and windmills or the hydro- 
eloctiic grid ayatem in the country-aide for the Ijcnefit of 
agriculture I irrigation and village industries—all these 
represent the ciiief features of Provincial rlovelopmental 
policies which have emerged with Proviticial autonomy. 
Higlitly conceived and directed thoot may ooutrihute to 
brulgo in some measure tlie present gulf between tlie level 
of mechanical and economic effidenoy in rural and in 
urban ludla. and beLween India'a standard of small 
{>easimt fanning and the ievd of her competitors in worhl 
trade. 

Rural iDdostriaiiaaiion.—In India we are now pasa^ 
through on economic pba** in wbitJi there are excessive 
rural] sation and demdustrialisation, as in Bengal and 
Madras, or tliere are excessive urbanisation and decline of 
the viliago. True Boonomio planning will industnalise the 
villiige and ruralise the city so that culture ^d civilisation 
may no longer be confined to a few indiistrihl centres but 
are brought homo at every focal point in the rural areas 
wherever the basis for an mdufitiM life can bo found. It 
will thus develop a variegateil type of ecoaomio life in the 
different natural regions nf India, luitigato tlie iiimsaakig over- 
crowrlingin agriculture, which aggravate®povertyMincinploy* 
ment and dimiiiisliiiig returns in a vicious circle, and establish 
a atate of coonomifl balance in each Province by a judicious 
oombinatiDD. of cereal and industrial cropping, and the 
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tcgianal distribution of ogdcuJtuml. light and heavj 
mdostrios with rcfrreaioe to tho available supply ot raw 
matomla. power, Inbonr and the loca\ mailcet. In any 
integrated eoonooiic planning the important of such 
agneultuial mduatnea aa the pfoduotion of fii^ar, v^etable 
(jUs and fata, aoap) paint and lubricant, and tobacco i 
leather, paper and bemp factories, which employ the sur¬ 
plus labour on the land and offer faeilUies to cultivatora 
to ohtain tenmilierative piiees for raw materials and 
industrial tiropa that may supplemont eubsiatont® cropping 
accordingly , can hardly be eaaggeratcd. AgTJcuUural 
countries in Europe have such eloeo connection between 
agriculture and imluetry that it is at times difflcull to draw 
the line beti^Ticn the spheres of the two. Industry helps 
in the handling of the produce, aupplies the fimn with 
fertillfieiB, feeding stuffs, machinery and many other euh- 
Bidiariee and matcriaU. On the other hand, agriouUtire 
eupplka industry with some of its raw materials. Dairies 
and milk conthmsatiDn and powder faeborics, factories for 
the propatation of organic therapeutic products, the edible 
oil indtistfry-, milling, canning, chocolate and tobacco 
industries are all an outcome of the correlation between 
agriculture and industry in Europe, whioh hats been long 
overdue in India, EstabHehment of the basic and key 
industries} oorTection of the present imovcn charaoter of 
the industrial system by rural industrialisatioti : dceentml- 
jastiott of some of the large’Scale industries and their 
transference to regions where these might obtain taw 
materials and on abundant supply of loboiu on the spot ; 
and clmngo in the telationship of the industrial centres to 
one another ehoiild be in the fijiufront. of industrial 
planning, 

WTicn industries wgib granted protection in the past, the 
entire eomitiy was considered as one whole market nithDut 
an adequate consideration of the larger burden in the case 
of consumers of those regions which are at a distance from 
the centres of industrial production. ludustricB, like labour, 
tend to be stay-at-home in India and a stress of tlte 
onmulative technical, banking and other advantages hi a 



A PREFACE TO PLAKSINO “1 

few witiK wulA ‘1“ 

tte* help of at! otU&r Pto^oe® m the diJip<»al of 
imd getting otLer facilities may bo uneonacioviflly 
bv the Bpldal mterests of Indian indus^ial and finwoia 
e^pitaJ which now apparently wictda 
uiilQesiw. if the qf>tton*mill industry of Wretem lu^ 
demands sacrifices &om the whole county J'J: 

tccted high prices, it camiot remain wlioUy mdj^al o 
the depreeaion of the coabminiiig mdustty m Bibar ai^ 
Beneal. whoee coal it fe now esebewjng by its preference 
of &mth African coal; white the honddoom weavere dis¬ 
tributed in aU Provinces and States represent an importimt 
interest which may reasonably demai^ aeaiat^® by 
ftdiustnient in tariff and by excise. In dem^ric federal 
State like India the experiment towards fede^m c^y 
itself ho jeopardised in the absence of eo-or^ation 
acriculture and industry and of a nght b^n^g erf ^ 
teteieats of different regions, white tt ^n bo 
bv a mutud utilisation of products of different 
mni groups of producer and by the co-ordi^tmn of 
divBT^nt fines of economic development m a common 
econoiiii(^ polioy. 

Quicker Inioatriidisatiim of Imiaatate Regtens.-Sothing 
te ,nore eharactertetio of Riisatei. econoimo hfe te-day 
than the development of thriving industry! 
heart, of agricultural regions where formerly there 
only small mdustrifis ohfefiy engaged m the 
of agrioultura! ueceasitiea. The economic tr^ommtmu 
of aScultnral regions which formerly produced exclusively 
ceiSs and sub tmpteal raw muteri^ and 
less remi-colonial dependenefee of Knssiaji C^m turn 
^ed on three programmes^ (1) the dcvcbpnj^t^f 
hydio-ctectricity aa prevlding a ^wer base for md^™ 
development and mechanised agrioulture; (-) P 
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tiiJn of ^grioullural m^hineiy and irai^torsi and tliO aimmical 
ituiti^try ^tupplying iimna wiib ni^hiinkal equipment mtd 
tmilisers; {11) ite devokpmeitt of siiidi ^girioultural incJii^tni^ 
11 $ sngfkr refining, ficitir tmllmgt oil nmiuiActiLi?, brewing 
iadiistry and thsa industrial tn^atment of diury mid meat, 
products> fruity tmok gardening, etc., which is of ti^mendous 
importance for the development of intensive agrlcultwro and 
of mtional utilbatlou of agricuttursl products. The cottm- 
miU industry !ifl$ been brought into the eottoti-produeing 
belt iji Central Asm and Tronscaueasifi. In the uortUenL 
part of Ukraine the prodiictiDti of boct? and ilio sugar 
industry have been eoncentmted and there are also being 
developed on a larger scale than before the iinUual products 
industry, packing houses, carknerics, etc. Cotitf.m milb, 
ruiii U'UoIlen factories^ cotionnisleaning plants nnd plants for 
the production ol' phetDiod feirlilisorB—all seek to emend 
genonJ economic devialopmeiit and industnalbation in what 
were in the past e.xcluaively ceieol and raw-material regiona. 
Tlio Five-Year Plans were so constructed that there h a 
sliiftiug of iuduBirial capital in favour of the imuiature 
economic i^ions which are now ia Uie initial alagoa of 
indiistrialMation, their young indiisirk-s being favoured 
more w as to abow a higher tomp<^ of developiiicnt tlmu 
fclie iiidmatria^ of tlie older fudtti*t™1 regioms of tiie Soviet 
Union- In hxdhk wc have to adopt a similar plan of ofTering 
difierentuil advantages in favour of industries in the yocuiger 
ecionomip t^oris, lo^nig sight neither of the pTOgramme of 
intcr-regiomd distribution of taheur nor of ttie present 
economic nnbalance and ovor-crowding in agrioullure hi 
the backward regions* 

Integration ol Large-Scale Organised Industries aud Ck}ltage 
Handi crafts,— Tnipre the bigiii)^ organised wtton atul jute 
dtiHtrks coimot. he transferred to the i^onrce^ of their raw 
materiida and the labour market, a constructive scheme will 
l>o the iutrednctiiou of improved csption and jute carding and 
cleaning plants, ginning and preissbg factories in the 
cotuiiryBide, Silk and woollen manufacture^ gcap and oik 
food, Icutber and tobacco industries may all bo develoiwcl 
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m rural sTtas and the growth of sucli light induetries co- 
(jrdinated viih thp bng-ejttahlislKil Imndioraft awi 
LQiinatries in tlio villugcs. India muat "plftit na in Itijasia 
nor only the speedy devcloinuent of tho industry 

hut tilso of the light industries so tJiat these may supply 
the village and cottage tiandiorafts with tftvr niaterJala and 
halT-Snishod goods for all kinds and of isottoge 

pfoduction. The revival of haiidiorafl imd the advance- 
nient of tlw light industry go together and a better 
oriontatiou can he aeiueved through a iliscriminative 
protocfiioR of light and ogricuUutal industry os well as of 
handicraft. The deveXopmenl of hydcl pow is espeoially 
t<) be looked ot from the point tif view of ^l^triaiiamg 
llie country aide and carrj-ing ont au indi^trial intention 
botivecii tho heavy and light indufitry, agriciiltuf^ induatiy 
and rural craft, which ia now so sadly lacking in tho 
iiiduatrial stmoture Ui India. Such integration and w>- 
onlination of organised industry and scattered cottage 
production will effe(sti\'ely oontrihute tow-arda introducing 
better nicclinnijoftl efficiency and marketing methods into 
many of our nmrihund cottage Uidaatrios mid briiigUig 
about industrialisation «t a cjuicker pace tliaCL if handiendt 
and wttago production Ire left entimly out of the pkfcuro. 
Platoied tariff and ekoise can olinuiutte the competition 
iMt-wfion. hand*loora weaving of cotton and silk and tlio 
mill industry as tliese, wipported by aoning and other 
regubtions, have limited tlie scope of smnJl-scfale ff*** 
production and the sngar industry. Tariff oguinst foreign 
import* may be adjusted on the basis of fair .sellmg-prices 
of cottage and small producers and a ecuniervailing esciso 
dutv imposed on. the home manufacture of similar goods 
by iarEe-soab cstabliahnients. The levy of a difloriminativ^e 
excise on kbandsari and faotoiy sugar in India rapresanlo 
ill fact a principle which U worthy of exteimioii to amall, 
mediurn-flized and larga cstabJiahmentg in several liiica of 
hidufvtiial production, which are abeady protected or seek 
pmtection m future. The .Indian Tariff Board on cotton 
textile indiifitry has accepted, this priticaple of bvyiiig a 
small cess on powor'loom piraduetion. for cioatuig an All- 
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Tn>1iA fimd in aid of the development of liue hfind-loom 
indofitrv. The flonsuiDor now payis 60 per cent above Eha 
r.o.b. price esoopt in the c«Lse of American textile produoU 
tued M the level of 20 to 25 per cent. Tho Indian coltivator 
accordingly b forced to pay a pric?e for his vlotli mnch 
higher then he can afford ^ eepeciallj iti the pte^tent period 
of agricultnnd depro:ision. The Government^ it is estimated i 
now gains only a rupee because of the import duty, whiJe 
the conemmer loses about Rs* 6 for Urn higher price of cloth 
gooda he buys. Yet the mduatry im not ma<ie adequate 
efforts toward rationaliaatfon ami reductian of the cost of 
production and towards marketing syndicate and combina- 
tion whicli have liolped Japan to achieve her ma^erj In 
the textile trade m the East. A planned tariff^ discrimmative 
excise in favour of certain varieties of textile gomls pro¬ 
duced by the haiuti-ioom weaver? juuI a quota system 
designed to sficmre a jiididou? balouomg of agricultural and 
industrial interests represent the ideal solution.. Hand doom 
products now represent about i"! per cent of the total 
oonmimption. Beakle^* the opportunities that tiand-loom 
weaving affords for mitigatiiig rural uneoiploymeiit have 
received Inadequate reut^ltion in planning tlie Indian 
Uriff scliEdale. A ’I’^nriety of irottage mdustrisfl and work- 
shopsj instead of being elimiimted can l)e sustained by both 
heavy and light organised industries and come to the aid 
of millions of cultivatora-oura-artisans uow imprisoned in 
enforced idleness in under-sized holding?. 

The Bole o! Gmail and Cottage Froduction in Industrial Develop¬ 
ment.—Many brancdies of manufacture arv earned cm effec¬ 
tively in cottages and workahopst in rural areaa in Germanyi 
Belgium, Holland and -fapan and thus the laige-?esJe 
industrial enterprise and a widely dhrtributed handicraft 
and homecraft activity help, instead of onating, each ocher. 
In Germany at least 8 millioji people, 12*6 per cent of 
the total populatbUj derive their ti\dng from handicraft 
work, tn Westphalia the development of niining and 
metalhifgy displaced the smaU-soate extraction and manu^ 
factme of raw aixd ^mi-prooessed niateriak but has now 
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nurtured the flDUrbhuig eoitage production of 
cutlery. Sinukrly the mud oottcige mdu^lrie^ of watch 
making in the Black Forest and the production of cheap 
muaical instmiuent-d in Saxony and Worttemberg have 
beeu aided by the large industiy. In the Black Forest 
region oottagora, who own email plots of land but oannDt 
subaiat only upon fitrmiugr produce woodeTi toys, dolla and 
bead cmdietiugr which have wide esport niarkchs+ lu 
Japan the baivdicrafts arc still more important iudu^tdally 
thAn tho factoricg and there a vast number of Bomll 
AVTjrkehops which produce ±tome of the highest priced and 
most distinctive of Jajiane^e goods. The Japanese toy 
industry Is gradually superseding the products of the 
German email and often niml homework iu tho foreign 
nmrheta. Evan in the industrial city of Birmingham in 
GtoAt Britain, at lea^t 50 per cent of the industrial establiab- 
mente are Gnmll-scale estahliahments which employ les* thau 
50 workers and fabricate s€nii-proce$scd materialri, IjidLa la 
essentially a land of cottage iridustties and workshops, of 
cmftsmeTi and hand workerit. Duly 5 millions repnjsentc^i 
tlie figure of lalxnir employed in factorLea out of a total of 
irA miUJou workers and a population of ^3 minions in 
1931 . SmsU^cala haudiDraft and cottage product bn h 
iu India far more important econoudcally chan in at) 
European countrios and even Japan due to the local demand 
and riiste for epedal or artistie goods, the hereditaiyr 
ekilJ aucl traditiona of VAriotis groups of rural workers, 
the isolation of the villagea and the seasonal character of 
agriculture in the country. HandJooni weavers alone 
rxspieaent 5 million persona, t.e., the total for all kinds of 
workers employed m the orgaidse^l industTieii, and in 
1035^3® produced 16fi yards of cloth (oroies) as compared 
with the mill production of 350 yards (crores) and 97 yards 
(ciores) of impoits. No sieparat* figure for hiuidbraftsman 
and cottage workei^ oxiete m India, but an unalyeis of the 
census oocupational data jdelda 10 millions. This osdudi&s 
those who am carrying on some crafts as m occupation 
subsidiary to agriculture. A U.P. Can^stis of Bubsidjury 
oocupatbus which w'os undertaken Eysteinatically for ihc 
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first tinm ia Pidb reve^alcA that out of ovory 10,000 tot^l 
popuktxon, IM Tcttimef] li ^b^idiary cwauiirition of mt 
industrial ohnraoior. Aoooptmg tliia fxroportion for tlio 
u'hob of Indin tve ostdmat^ 4 million persons ^ engaged 
in induatrial subsidlMy ooonputions. Tlife lii'iug^ tlie figure 
of pensojie engaged in handif^rntt-a and cothuge prodnotifiii 
to about 14 milliooB^ and is probabiy an under-estimate. 
There are quite a largo number of cottage inditgtrii?s and 
baodicrafts whioh produce for an Indian and even ovet- 
tuarlftjt ratibnr than for local oomuiniption. Indufi- 
triaLb^tlon will mi mean complete meobamsatmn in the 
aoujitrj\ The immense variety mid tenacity of cottage arts 
and handicrafU md a dense imndiemft popiilatian arc 
thcmseivcs bmkes on mec^banisatloin. In Soviet Russia ^ 
where the oomhmatiDu of tln^ farmer imd the craftsman is 
exirertieiy important os in the national ecsonomy of India^ 
the Five-Year Plan has given a great deal of eiuphmus 
to the dcvolopmcnt of handicraft and the promotion of 
Cn-oiKimiive Societies atid government agencies ivliich 
eupply the arliaaiis with raw matoriiib, semi-manufactured 
goods p machinery anti tools and ako take obarge of dktri- 
bi[tion of finished wams. lu Japan a n^w movement 
been started to s^pread meclniincal industiy throughoiLt Lhe 
countryside on the basis of two concerted first, to 

proems fnxm producta on the foriii?> and, secondly, to 
divert part of the meoltamoal tndustrieia from the urban 
ii^ntres to the villager, and utilise the surphis tabour in 
agriculture. In a country like Japan, where the artisan 
groups are endowesd with a rich dower of manual flkill and 
Artistic tloEcacy, rural labour been found to attahi a 
li^h effideiicy in quality production by operating niachmEiy. 
The saint will probably hold good tn India, proviilcil that 
complicated mecliamcul work can b© idmUarly divided into 
Eimpb ami uniform opocaliotis for the purpose of the mraj 
wurkerE. As in Japan, so iii, ludia the Idgh standard of 
cxceliBneo reached by rural handicrafts * augurs well for 
officdeiicy in certain branches of spocialiBcd^ mechanical 
work in the countrywide. Industrial p lannin g in India must 
have aa one of its primary objectives the eo-atdinAtion of 
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OTiall and oottage prod action, workshop or middte-dzicd 
industry anti the big oi^aiused industry* Each has its 
poGiiiiar scope imdor tlio spocial conditlotis of Indian ^oiol 
oooiiomy and camiot be disorganised or superseded without 
economio ineMciency^ w^astage aud social unsettlcnient. 

Tariff uersus Increase of Puidiasiiig Power of AgricnltorUis as 
Aid to Indnstriolisatioa.—With ilii^ mcieosc of popuktiou the 
ptoportiem of the so'catled indtu^trUl workers to the total poj>- 
ulation has steadily dimmished in India. Even a fonvard in- 
diistrial fioUcy backed by |irotcct>iomsiii of on extronao kind 
canaot materially alter the basic trend of India's natioiml 
economy. For secextil decades we shall not be able to deflect 
moitj thfin o to 7 per cent of the total population to the big 
organised industries though heavy taiifla may entail for 
the RgrlOEiltiiral comnuuiity an excessive burden, which of 
all Elions in the ^\mtry they can least aETord to bear^ 
especially in a periml of aliimp of agricijlttiral prices- Oii 
the other haml^ if wo continue to irioiieai#e thu burden by 
high torifis for nonrishing indu.^tria] development, we may 
be killing the goose that lays the golden eggs. Ireland lias 
not been abfc to make much tieadway in the development 
of new mdustries in a|iite of her newly acquired fiscal 
ftutonomr. As in the of India^ Ehe's industzial advance 
i« limited by the low purdlmsing power of her agriciiltarfets, 
representing more Ihau ?5 per cent of the jiopnlation^ and 
l^er B:^oal independence liaa been imablc to dkainisb much 
lier depeudence on foreign imports of tnaniifactiires, or 
overoome tlio inherent drawbacks of her cconomici structure 
aotiing as a brake on her iiidustrM ptogresa. The income 
of agriculturists, which coruititutes tl^e prmcipal demand 
for llie output of the protected industritiB, Ims recently 
flimimalieJ, and Is partially dependent even at its redueed 
le\;el on tho cotifmued expenditups of public money on 
boimtiies, sabsidiee, emplo 3 "ment and aKshitanoe, In nutny 
of the proteeted indiifitrics saturatioii point has been nearly 
reached as in India, while they can never hope to supply 
for II foreign market. A Banking Commission which have 
recently repufted have cunciuded that m the absence of 
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an increase ii\ tko n^tioTud incomfi ev*m a very pranounoed 
mtluHtrbl iJolicy will not bear mucali fruit. This ^onhi 
lu^Ye a warDing k^n for India panicuiarly because the 
advantage of an ext-enaiwe intemal market for hofne 
iixanLiiactur&? is largely here by a mach low'er 

purchasing powifr of the masses, largely agricultuml, 
CwItLvacors w^orkirtg on uneooDOmical two to threo-acie 
holdbiga hare not only littj© surphis for spending on 
manufactured giXKls hut are bringing down tlieir purchas¬ 
ing power by excesaive multiplicailon. It ia this low 
purchasing power %vlilch explains largely tUo &ct that 
three of our major mdustiioflv sugar^ jute and cement, 
are now faced with over-pcoduotion. With the eatabliah- 
ment of iVie new" works at Uiraptir, the iron and steel 
industry will also be faced with an ineiastiu market. To-day 
the supply of capital in India exceeds the opportumties for 
oonsorvative investment. And yet insteud of attemptirjg 
induatirml enterprises in new' (ickls which may diminish our 
dependence on a thousand fomigti imports and the large 
ospfu-l of imporUnt agricultural raw materials, we thiidt 
of iiiditsirhU progress eluefJy in the linefl of eetabihshed 
industries.^ Industrial production tends to imitate rather 
thjiii venture on untrodden lines. Not to speak of the 
heavy ohomical and engiuecriijg industrie^^ w^hidi alone 
can initiate an ELli-Found evien industtial advantei India 
has made little headway in the agricnltural industries like 
cotton gins and presses, rice, oil and paper mills p which 
are too few in numljer, nor in tlie preparation of fcKid stuffs g 
synthetLc dyes^ toys, shoes, rubber goods, film equipinontj 
and gUiss inaiiufacture, to mention only ft few produote 
for whioh we ore depesAdent on fbie^n countries. 

Poise Between AgifeoUnre and Indtistry. — The State 
policy of industrial development, accordingly, should be 
directed on a four-point plan: firstly, consolidation and 
ratjonalisation of the big organjaed Induatiies now threa¬ 
tened by over-production and cut-throat competition: 
secondly, co-ordination of the policy and meosuroa of the 
difibreiit Provincial and State Govarnnumts in respect qf 
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particular indufitries. control of prices of raw matecbk, 
wages and conditions of lalwur, which should he settled 
on a federal rather than on a provincial basis; thirdly, 
elimmation of conipetitioM between tile big iiidtistrii' and 
handicraft and homecraft and integration of ootti^et work* 
shop and factory iiroduction, representing links, subsidiaries 
auxiliaries in the prooesa of manufacture; and, fourth Jy, 
selective protection of those large agrioulriiral and %ht 
industries whicli may make sDiall-faruung more remunera- 
tivo and at tlie fiame time dellect surpTus labour rroin 
agriculture and the land or diminiali agricuitural eemi- 
tdleness or unemployment. The remarkable espaiisiou of 
the sugar industry ifi India, which reduoed the import* 
of sugar from about a million tons in lO.lO-l}] to only 
23,100 tons in 1036-37^ gave to the «anc-grfjweps of the 
U.P. about Rs, 0 crores and those in Bihar about Rs. 3f 
oroies for cone crusliet! in factories, provided seasonal 
employment for oboat 200,000 villagers and benefited all 
grades of agricultural interests, i* a stimulating example 
of an appropriate agiioultwal'industrial adjustment and 
filarming. The development of the leather aud oil-croahing 
industries in Madras, the former prodticing taimed (not 
dressed) akinri ami liides for exiwtt and the latter monu- 
facturhig oil and oil-cake and utilising the latter iw vnluahle 
manures, formerly lost to agriculture, are other hearteirlng 
examples, though on a very niueh smaller scale, of eouud 
planning. T'or many ycara over 20 per cent of Lidia’s total 
exports, in weight and in value, eonsbtetl of oil-soeds. 
after all the home demaiuls were met. Due hi large mcoaure 
to the development of the chrome tanning process and the 
Ottawa pact, tlie export of chrome leather supplied to Great 
Britain has increaeed fiftecnfold in the oouise of the Lfiat 
5 veara; while the manufacture of boots and shoes in Hie 
country has also increased resulting in the diminutiou of 
imports feoni C-2 mfllion to 1-3 million paira between 1&20-3U 
and 1037-^fi- Tlie expansion of soap and paint industries 
ifl even more reniarkaLle. The present output of soap in the 
Indian factories, esthnated at 70,000 tons, generally using 
coooanut oil, represents on increase of about 3 SO per cent 
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08 compared with pre-war years. Between 1039-30 and 
1037-30 the imports of soap declined from 343,40(1 cwt. to 
4t,&3S cwt. The paint iaduatry, which utilises anntli pr 
Taluiklile secondary crop. viz,, linseed, tJiat is riot inferior 
in qtiaUly to any produced elsewhere, now prcrilucee 
apprcisimately half n niillion cad,, representing two-thirds 
of the Indian consumption. Ifere again the imports have 
lieen reduced frt*in 416,,531 cwt. to 27S,5i4 owt, betn-een 
102ft aiitl tll37. It is noteworthy that in these industriee 
the facts contributing to their development are less tarifT 
assistance and mote the rccogiiitjou that the primaiy 
raw materials used by them are available from agriciiltuiv 
and can be efficieutly utilised through local scientific 
reseordi and technology, and that the idle lalwnr in the 
countryside can he easily trained for semi-skilled work 
in these eahtbliahments. Agriculture and tho agricul¬ 
turist have gained considcrabty from these. With heavier 
population in India it will be uneconomical to grow morn 
oil'scecls for cj-porting them either raw or hi die form of 
cakes, aa this would mean a serious drain of nitrogen. On 
the other Irnnd, with formidable rivals like Llie Aigentine 
in the supply of linseed, China in the production of sesame, 
and Rumania in the supply of rape-ae^, with the difficulty 
of aupplyu^ unifonD aiul reliable products fojr tho European 
[niiiu5trk‘fi and with applied ehemistry' constantly discovering 
new enbstitutes for old products, it would be on tho whole 
advantagooiu! to develop a large indigenoos oU-crushhig 
industry in tho comitiy. The cake would mostly t»e used 
up in the fiekls anti oonaumed by the cattle, 'while the 
vegetable oils aiid fats would support tho growing soap 
maiiufticciire and such, industties as tl^e production of 
pamt, varnish, linoleum, ink, illuminant and tubricaiib for 
heavy macJiiaoiy. Planned mdustrinl dcvelopmmt would 
utilise krjge qunntitieai of eecornkuy crops and raw 
now bemg exported euii aid towonls better and more 
rojnumTative ogricultiiRf, while the diffusion of scifince and 
technical iskill and the engendering of new wants atid at¬ 
titudes among the oultivatois that rural inrlustikliaation 
fosters, would be as fur-ieauliing in it(9 social effects aa the 
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balancwg itf tlie nntiaiLed e42ciii<nny finnly poisetl LMjtween 
^griouJtiire aiul ludiEstcj, Sutifiidied, ntgubtJoa of produO'- 
tiou aud of prioci^ of cam?, jiite luid for uud^ikiiCH^^ 

ejcport duties on oortain secondary crops^ trade agr^^emente 
and the price-tmsiiag qinyttitative control of homfi prcKiuc- 
tiou and exports may each or all be nocesEoiy in this 
eonneetion and thus the IndiaiL farmer^ [iho the IrUh or 
the Japanese farmer, Bkouid be in ixxssesdon of an almost 
complete battery of economic ueapons. India may €E^y 
take a leaf fixjm the Lrisli economic policy in Tuatrioting 
the output of those crops for wliioh foreign markets have 
siinink to such an extent as may be ncoc^agy to secure ra* 
muncrativc prices for the prosluoer^i and at dm same time 
enter into bilateral agfeemoJit!> with such foreign countries 
which ajv prepated to take our agricultumJ produeki iu ex- 
chimge for their manufactured goods. India's fomiMahle riTal 
ill T:.ho exploitation and capture of new markets in A&ioa and 
South-eastern A^h. for her industrial prodneta is Jaixui, and 
it h well known how' depreciated currency, low wage eost>s, 
ilifcHJtSy tFUbsidifled exportSs ihfi link-^yatom and barter 
armngomeuta, atiii the fjolicy of State monepolbs and quasi- 
moimpoli^ liare helped Japan's reocnl trade expansion, 
India has to emulate Jajmi for specially cncournging ex¬ 
port industneEj by ratimualisatiou, commercia] agreement and 
suhsidy and adjusting the monetary policy to the needs of 
such industries "with a view to oaptiuing overseas raarketa, 
as, for instance, for her cotton piece goods, jute and pig iroUp 
where the Japanese hold hsit?, os tho result of the China 
war, liitely weakened. With reference to India's cotton 
goods it ia riecessary that in seeking new- avenues for 
exports, tlifi interests of the producers of raw cotton will 
not ovcrlookeil. The general principb of hUatcml 
agreements that the textile trade will be shuted by exjxiTt^ 
ing coiuitrios in jiroporthm to their imports^ of raw cotton 
will have to be modiiied in the iutoreats of Indian agri- 
eult.uriats on svhom the greater portion of the burden of 
the high taril' falls. It is these latter dominant ngricidiurul 
interests which pnecludo an Evgreeiuenl re bring to t lie 
quota of Lanca;3hirD cotton Imports on the basis of mere 
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the prosit ratio. It therofoTB^ t]Mt m the 

of a Tauomilly planiied monoy all progntnimes of economic 

TcoonatruoiJon ond recovery ^vill enoounter a etone wall. 

With pktmed motley^ control and co-ordination of various 
kinds of credit agencies in the coutjtry, not merely wHIt the 
money rale bo freed from tl^ present violent seoaonal 
fliictufttions, which hinder the dsvelopinent of trade and 
industry, but the banka' ser^dee to agriaiiltinOj iio\i' under 
the emailing burden of debt^ inemted lit imurioMa 
Tftdll become the toudi^tone of their expansion and aUbility, 
Rationally planned emrenej’ and rural bankings under tho 
control of the Reserve Honk, will facihtate the movernent 
of goods an<i money from the- Tillages to tlie cities and 
vice versa, eliminate the present disparity between harvest 
prices and nomial prices, between rural and urban priee- 
structurca and numey-Tate#* and also mobilbe capital 
resources, which are lying about in ptKib scattered all 
over tlw eountry in the form of hoar^, Tliese nieaflurea 
which seem so eiescntial for the rm-overy and stabiliBatiou 
of prices ar^ being defayed because ert^lit and lumldiig, 
nnlihe induatryf camot be created in a dayn But no dcinbt 
Indians handicap that she does not enjoy compkto eont-Tol 
over her monetary policies prevents in no small measuro 
monetary rationalisation juid tho establiiUmout of her 
internal oost-pricofi equiiihriuin. 

Inter-Dependence ol Planning in Diflereni Seertors ot Ecooamic 
Life.—Yot without tlieae, agricultural priees will not recover, 
nor real wagee and standard of living of the great mass of 
agricnltujistj^ ric^- The: standard of iivitig of ilic 
con inipr[>vi3 only in the following manner; maintenanoe 
of cost-prioeii eqiulibrium m rtgricoltiire find inorcsw of 
agrioultuial mcxurne; opening out of subsidiary source 
of employment in luindicrafis and agricultumi mdnstries 
in the countryside; rednotloa of birtk-rate; equitable 
dudribution of national income and revision of the tax 
system t and improvement of foreign tmdc hy reoiprocal 
agroementa, for tlie special ndvantage of ihe agiiculturhits. 
In so fir OH each one or more of thesje are delayed 
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1 ^ rtgt.rial iaa tif>n will bo tardy. F«r it is thfi ^jeaeant 8 
moome and effective deoumd for mdustrittl piodncte wliiah 
hold tUe majicr toy to India's uidostrial advance. On the 
one hand, an amdioraiion in the standard of living of 
ihc oiiltivatore and geiicxaJ rise of puroiiasiiig power aione 
can effectively apeed «p indiurtrialiKation and at the fiame 
time iilacken tin? present rate of mnlfcipUwvlion. On the 
other hand, the development of agricultuml iiidnstriea om 
enable the ngiioiJtimst to obtain renmnerative pricep for 
the cultivation of raw materials and mduiririal rrapa. 
raleaee the eJcoeBEive pne^ure on the soil, mitigate agrioul- 
tural uiiemploj'meiit and im prove both agricultural 
effioieticy and income, thus laying the foundation for an 
alhround improvement in the etandard of living. In order 
to counteract tlie vicious circle of eubsistenee farming, bw 
standard of living, poor purchasing power, and indufitrial 
liaokwardnesa, the attack should simultaneoualy begin Irom 
the agricultural ifront with improvement of farming met hods, 
practices and organlaatiun and from the industrial front 
with tJie sttass of rnral uidustrialifiation- Nor can tho social 
front bo tiegbcbed, For neither agricultural not industrial 
planning nor do vising bettor Und and tax ayttouia witli a 
view to diverting a larger share of the motional dividend to 
the poorer strata of the popukrion can euouocd with euch 
a storm of breeding as hiu^ incratused tho population from 
to 3ii0 miiibflS betwcoji 1031 and 1033. ith a 
alackening of population grow'th any economic planning 
con bear fruit moro quickly. 

“ f' and B yntfiv tie Indices for Checkixtg^up Ekx>nomi£ 

Planning,—-The 4duof aims of a Five-veiir EL'oiioinio Flan in 
India shnuJiJ Iw accordingly: crop and food planning and a 
oooTdinatod technlcaJ rccoustTnetiQn of agibultune, foreirt.ry. 
soil and river tuatiagement; the extensive development of 
key, light and agiieultnral industrks; ratbiutliaatian of 
money and credit and the Dminteniuiiw of oost-pricea 
equilibrium; and tho ebTatiim of the peasants' standard 
of living and population rostriction. It fa inevitable that 
there wQl bo difEerent plana for different regions azid 
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Pjcovbn^s ^kUhough there is targe scope for ca-onlinatioii 
aod intogrution of the msiivides of difFero^it Ptt>Tijnce5. 
Oo-oriiiDjjtiou h the key to ecotiooilc pliMimng ; ccKudbrntirm 
regioiHp between sgriculliire and industry wkI 
between all the of ecouaiuic life. AgncnJluml 

reorgnniantion depends on ratfonali^tion of niorkeiiTig and 
eieditr on mditatrialhation md m pLunied tnonej^ and pdm 
Jevab Ifidn^trbl fulTonce reets on the increase of purehatt- 
ing power of the agriciiltiiristfi, luid the teelimoat akUl of 
tlie n-orkers^ on tarifis and commercial ogieemontep on 
banking and tnmsportation fadlities. The reform of the 
bnfl system caimot enccced withoirt im increaso of agri- 
tiidtural yields ojid without industrialisation wliioh may 
<iraft off the surphiB tal>our fW^m the land; nor oan the 
Mtetac^y drive make much headway when population 
multiplies. And m on for every branch of the national 
fioonomy. This would demand that the National Plaiming 
Commiflaion, whieh India oemstituted^ idioiUd work on 
the of a ^tem of checks amj balances provided hy 
eertaio mcnsuniblo and synUtetic Indite, wluoli eaiablbJi 
a Bpscific i^^rdinatian between two moving mdic^: for 
iiistniTCc^ tlic correlatipti of {Hnniancnce nmi hcritahility 
of rights of tonajite and mciease in agricultural yields j 
the ciiTT^Intion exps-nBion of cottage and agrieulturat 
biduatriei and the decrea^ of small tenantg and the float ing 
laiidlcsB cla^; the eon^Iatlon of meteaw in agricullurat 
yields and subsidiary employment and in the purdiosing 
power of tfie ; the combtion of increiMse in puxchns- 

iiig power and. in a-ages and standard of liFuig and the 
decrease in birth-rate; the correlation of increaiie in wages 
and the standard uf living and in produoli vity of labour; 
the eomelatLon ofmerea^ in productivity of blxpux ami Uu» 
doereai&c in eoet of production ; and bo on. Tiie Gosplan in 
IluauA draws up such general balancers*" for shaping and 
apprakiing tiue intenml Eftructnre of the plnnA and for 
apportionirig and eo-ordinaiing their component parta, 
Statlgtii^ achednles adapted to planning sobedules? pre¬ 
pared by each economic nnit of the country wil] jopiesent 
file esaet inductiYo basis of the acoountingt cheeking up 
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mid 15011 tird ect+iiomjL- pkuiiiiig. The preparatory 
maiierialti fur planning rfiould be lAorlazd eat in detaH in 
the Pftivincea in Oanferoncea conaiiiting of economists, 
teohnical eipert^t reprefientatives of ftingLe Induatn^, etc. 
Among liie subjects at ffao]i pfovinoial Confeiencee which 
A^liouJd appropriately lie tohen up at once am: soil and 
agricultural stirvey aud the demEucation of xonea of 
specialised and commercial cropping; soil conservation and 
ftlfdrcst-ation: flood controL oanaiisatioii and river manage- 
menfe; ™ter transport: improvenicsnt of cattle, dairying 
and the pmUleui of cdimioation of uneconomical stock: Uio 
rcfaiibilitaiion of tlic ooH>perativ 0 movement: debt liqnlda- 
tiiui mid improvement of crop finmioe and marketing: tin? 
pnifalem of revi$ioii of land settlement and reform of 
tenancy: t!ie geographical reiiistribution of indusirie^: 
electriiicatiou: utilisation of mineral resources: the mann- 
faorurB of machines, steel rails^ locomotiTcs and motor' 
(tara: the chemical industry: the reCbtioimry stabilisation 
of internal prices: the Unking of indigenous credit agencies 
with the organised hanking system; the development of 
Indian nliipping and coaetal tmfiic. It is only after mciicur 
truia anil prolonged practical discussions by cijierts that 
well-balanced plana can be fashioned in the ProYLuc^^ and 
Lh<m an Hll^^mbrncing “j^raTiiid of plans'" btood-ba^l on 
thti regional and pTovincial phuie can be built up for 
India. 

Ideok^*—Planning rtoed not assume a fandami^ntal 
rBconstrtiction of the economic syatem in India; f^ialism or 
oommunism is not the arm< qua nwi of planning. Nor doea 
planning demand a dietntgrship. Even in Great Biitaiu with 
fteedom of csompetition and ownergbip of property much 
has been achieved through planning subsidy and price insur- 
arice methods in the hold of agricultnjne. A determinate 
and measurable economic goal can be sought more effec¬ 
tively by a greater mtegrortiou of agricultiimK indufitrial 
and mnneUry poUcica. Tiii? ia really the emx of modem 
eesnomie plunningp Research, organisation, technoiogy 
and legisktion, all will kiave to direct constemtly tho 
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idWi 

machanisnifi of the genenil eoonotmv advance ui full oo 
ardinuticm. The object of plarmsd economy "^for India is 
neithor economic aut&rchy and natimial aggr^siqn ao^ight 
in the Paecist oountde^ nor economic imperialism^ based 
oil the power and prosperity of a email cafulalistic and 
directivo olasa, as in the democratic coontries, nor againi 
a bare materialistic and regtmooted ouhnre as m Soviet 
Russia. The ideology behind economic pluzining in India 
iflp according to tlie present writer, the broadening of the 
econoTiue base of a peaceful agricullural civilisation for 
tile purpotie of national self-delhncei an the one hand, 
and the full and free expression of bar ancient moral and 
Bocial virtuea in the cimnged economic worlds on the other. 
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OHAFTEB XTm 


ORGAKlfiATIOX OF COTTAGE INIitTSTBIES AND 
HANDICRAFTS 

Br RADHAEASIil, MrXEEJSE 

Ciaasiflcation ol HkadicmfU.—Cottiige industries nnd handi- 
tn Indiii may be broadly divided into four classes :~ 
(A) Poaeaixt oris and <]raft8 carried on iu the sLttck scosoix^ 
of agnoulture and meeting usually household reqnircmejits^ 
hut oocosiauaily uliliidog local reed, grass, bamboo^ otaj, 
wool, cotton* etc., for an extended market: (B) Village 
subsistencse mdustnes indiapenaabJe for the ugricuituml 
routine carried on by the village ^ith, corpontox^ potler, 
eto.t in the setf-suf^oient village e<immmuil orgauisatioii; 
(C) Village art industnea carried on by handicraftgitien 
ropiesentiog a higluer standard of local art- and cteativenese 
and oo mmandin g district and sometimes overseas markets: 
and (D) Urban arts and liandicrafts mpre^enthig even 
sirpedor orgoniluition of craftamatUiMp many of wliioh- still 
peraUt or thrive in the modem industrial world* 


{A) P^us\^^T Aeto jooj Crafts SimsinrAnv 

TO ACEICtiLTITBE 

Where Craftsman are Ctilth^tora—Tliiere is a largo variety of 
cottage mdtUBtries in which the Agricuiturlsta of India are en¬ 
gaged during their off seasonsn w'hich serve, so to speak^ os a 
aofiond string to their bow, supplamentiiig the main ocen- 
pation when there is no work for tliem either at home or out* 
side. In the Punjab and United Provinces the peasant La 
occupied outside the more mtenBivcIy cultivated areas for not 

3 
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mow than two himdred days. In Madrua iho peasant on » 
angte-cpop land works fox about only fivo muntlis Mi the year 
and on tbs twO’Crop lands for about eight tnonths m tlie year. 
The pcriofl of j^iculturai work in BcngiU and North Gujeint, 
taking a nomud day of seven fiotirSi is about the sauie. 
On Efceeoimt of the'present exeosdve fraetionalisation of 
holdings and the lack of fadlitics of irrigalioii. agrioidtural 
empbyTQent, even in the busy months id the year, ia not 
continaows. Thus the of peasaiita fdlloiv suheidiary 

occupations whose number and variety are larger than wo 
ordinarilv supposed* Among the important ooCtago uiiiuslnts 
wjdfily pursued hy the Indian peasants arc l^d fiphming 
and weaving, ^ar making, flour grinding, lico pounding, 
ootton gtimin g, rope making, basket ntaldng, mat weav^, 
sericulture and tolwicoo manufacture. Home consumption, 
sufficient demand, and inadequate oommunicatioru# have all 
contributefl to mamtain suoh Uandkmfte in their crxidity 
and aimpUetty unaffected by modem ptogreas in either 
industrial art or ectmomio oTganisati^. Yet the crafts show' 
tenocitv as well as capacity of availing theinsoivee of row 
tnji th rift I* on the spot, while transmitting through Um ages 
a natural dower of manual skill and aptitude,’' 

Spedalisahou,—Of the types of cottage Industrie which are 
associated cloaely with agiiDnltuie, iiaiulapimung is by tar the 
ment mpmtant, IChdugli luliable figures cannot bo obtatoed, 
the amount of cotton spun by thBlmi ian i^uUuriat in bis 
cottage ia atUl ttonBiderable, wtdlo in the mountiUJX villagefi 
the home-spuiis have acquired a distinction, wliiofi ofton 
travels beyond the locality, Recently timre has b^n^ a 
considerebie aspansion of hand-spinning due to the activities 
of the Congress and tiie Khudi Aasoeiations. One rural 
centre in Bihar alone produced in 1338 khadi worth moi® 
than Ra. IJ l»tha, and distributed 1,000 spinning whoela. 
The majority of spinners oome hece &om the landlcas 
classes, who »re idle otherwife (<x mow than half the year, 
and their earuings amount on an average to Ra, 8 per 
mensem und comtHiie favoureMy with the local agrieultiiral 

^ FVdCp {iTWKiii TKiitac*# Fmdfidtktivn* of Indian Btcnffmict, Part IL 
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wages. TLe of the AlUndb Spianera* AssociatiDn 

embTaoed viliagift^ in 1 and the prodnetxon for the 

year ctune fco I erore 23 yarcb id 103S. The tiutnbar of 
jipiimers and weavers was 280*000 jmd 18,000 re- 
Bpeclively. Tlie eamifsgs of an average spioiier varied from 
G in MaLarasthra imd Gujoiat to 2 to 3 as in the other 
Provisoes for eight hours^ work^ As a rule, it m tJie wooten 
who spin while their husbands weave^ but sometimes custom 
decrees a cfontrary diviaion of Ubour, Thns in the Kiunaou 
hills the men spin almost unceasingly, while it is the women 
who weave. On the other luand, in a plitius dbtriat like 
Eta wall in the United ProTiuces the womcii are seen to 
weB^vo doth and tlie men to sh&e it. In Assam also practically 
every peasant woman in the valley plies her loom ami it 
is she who meets tlte clothing denuuidfi of the liou^hold. 
Thoro are as many 421.307 hunddooms iu the province 
according to the Census Commissioner of 1921, who adds 
that **there is here an average of nearly one loom to every 
two occiipied houecs. Wcavhig is an estahlislved cusstom of 
the tiDuaewifc, and cloth h nearly always made for home 
use.’" Jt ia because in many provinoes along with the 
specialbed oa^to of weavers a conBiderable proportion of the 
agtioidtural popuiation b engaged in rvmving that about 
otie-third of the cotton doth conaumiKl in India as a w'hole 
i$ pnxhiecd by the lnuid-UMun* The propertien is much 
lugher in the agrieulLural provinces. In Bihar and Orissai 
for instance, the hatid-loom^ supply even 40 [>er cent of the 
ooiisumption of pieoegoods in the pmvinee. Fland-loom 
weaving supports roughly ^ miliion pciBona in India and 
its output is vaiued at about Rs. r*0O,ODO,OCK)^. Thu relative 
per consumption (milhon yards) for 1935—M was jits 

follows; hrtnd-liwm pnridnetion, 4-00: mill produotjon. 8 03r 
and imports 2-14. Tliat the hand-lix>m weaving bidu^try 
in India b not Lo^dng ground b indicated by the feet that 
the quantity of yam animally conenmeii by the Itanddoom 
weavers from milliou pomids during the ten 

years ending i 924—25 to 344 million pounds during the ten 
years ending 1934-35, the hierease being 35 per cent* III 

^E. Lr Dsy, ffidwn Tiiriff PrtWtfW* p, $4. 
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the Punjab ftiiil in Bihar and Orb^^ tlie value of cotluii 
oloth produced aanually <m luUid’lwmiJ ia ixit1:ag^ h about 
Itu, Madraa, however, with lU nO.OW hiuid- 

loomd TV'orkwig and employ Lug about a million; pyfwa8i 
takes the lead in cottage weaving, producmg about ono- 
third of the total hand-loom production in India. The total 
conwmplion of cotton yam hy hand-loom weavers in thia 
Pmvincc increased from million pounds in the decade 
ending whJi ili21 to 73 miliion pouneb in 1933. Even in 
an indufitTialiscfl province li ke Bombay thme are ms many 
03 ItbOO weaving centres p employing roughly :^0,OCH> linnd- 
looms. penaiofl ana engaged in fipmning, eking and 

weaving ^tton in the cottage* of whum 52,393 are womE^u, 
mostlj-^ hand apinneiB. Bombay hae a special advantage in 
hand-loom prxKlnction- In Xorthem India the price which 
the himd-loom w oaver has to pay for his yarn b considerably 
in of the price of yam and the freight from Bombay 

to the weaving c^ntiea. In spite of this dba^lvantage tho 
largest coiigregaliofl of liand-lixini weavots in one rural 
centum in India b to be foemd in Daburhat in the Dbtrict 
of Dacca, Bengal» where historic traditioti and hereditary 
skill of weaving castes explain t.lie presence of 6(1,000 
weavers working 2&,000 looms in the area. Daburhat may 
well be described as the Mjiiichester of Itidia. Recently 
a co-operative industrial society has been cctablikhed 
here to supply cheap olectridty to tiro looms and provide 
facilities for tlte purchase of yarm and marketing of 
oiothi;. 

Incidentally it may be mentioned here that in all parts of 
India among the cottage operatives women dominate in 
hand spinning, whetbet it be cotton, wool or silk. When 
the yani k ho^ight, women do all the wmding and warping 
and often a^ist in the aking of the warps- In cotton 
ginning, wicker work, l>askjet maMng, eTnbroideryx needle 
work, bangle manufacture, .^eri-culture, coir spinning, txipe 
making and ikn making women workers arc also more 
numerous than men. It is only in metah wood, leather and 
glass manufactnrea that the women relegates to the back^ 
ground. A census of the cottage mdustrialiats in Bombay 
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rov4?44^Ied tbut Uh? iiiumbcr of women cott^e opemth'ea is 
abgnt Imlf that of men workers. 

Leaving aahte gpmnhjg and wearving and the agneultnml 
imlustmst &nch as gur making, ginning and tobacco 

manufactunB, or, again. which thrive only in 

a fetv favoured localities, the peasants sometimes show a 
good deal of skil) in ^trciw plaiting or basket making, cana 
work or toy mtuiu&oturo. mpe making or fan makings ooarsa 
ailk, blanket weaving or makteg of ardfoial flowory and 
thiiB the fame of a peaaatit-omXL spreads far and wido* 
Flower gardening and eceni manufacture by the Jaunpur 
pcaaaiitzy are eometimea carried on in catmociian vdih 
^ricnlture and have justly obtoined a wide oetebritT+ wlulft 
the coUection and extraction of honey in numy Mil districts, 
Uq culture end even ahellao macnifacture in areas adjoining 
forests are important ocoupations of agricultiirkts. 

Thus certain trades havo specialised in special lines and 
yet the industrialkt here is the peasant. Basket weaving 
is stihsxdiary to agrtoulture in eeveml viUages in. Jaimpmr, 
Allahabad and Benares dii^liiete and basket ’s^ncaving ia by 
no means a simply craft. The mat industry of S3d]iet and 
Tinnc^mlly has acquired a reputation which Hue travelled 
far l^ond the province and yet it is an uidustcy whleli ii 
chiefly in the liands of cnlliv^torsp The abundance of palm 
aocouBts for the profioienoy of peasant coir epimiing, wicker 
work and mat makiug in Malabar and Saulborn and Eastern 
Bengal. Bamboo mats made in Kanmganj m As$am are 
used for lining the holds of ships in the port of Calcutta 
and for roofing country boats. Jute godowus and brick 
ficMs throughout Bengal. It may be mentioned that peasant 
women nteq play an impori^ii part in this industry. It 
m they who weave the mat while the men prepare the 
bamboos^ fn Uie Aasaiu valley, mugit and endi silk w'onm 
are reared on the land, and this houaewife oft-eti weaves silk 
cloths, showing great skill in cralhnuansldp. In many 
villages of India w'e find the manufacture of woortou lacquered 
toys* the preparation of umbrella handles, and the making 
of baskets, chaire and atools^ 

An ogricrulturist w ho plies a cfaft during hi^i epure hotire 
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juid gcncraUy with no help aare tii.it of hLs CimiJy b ft 
ttraftfitmui, but fts a ttjId hb irafti is ortule and moribund. 
StiU, there are impartant exceptions to thb, as have 
Jnst seen, where the orafit, iLougii caniod on in ftssooiatioo 
with farming, hftft on siecoimt of mlv'nntagfls aach access 
to fluitnblft raw matoriftb, e.g., sjiecb] lands of rush, reed 
or gras, (munj or ijuakha^ in Northeim India or iwm in 
the Caa% erT dbtriota}, (teto palm or bamboo, ootton, mik or 
wool, clay or pith, or on account of an {Oioicni traiiiUon 
duo to the migratioD of an artisan stock or the existence 
of courts, noUbs and znmmdiirB in the area, exhibits a 
standard of excellence worthy of high cralhiiinanBhip. 


(11) Vnj^dB SinisisTEKCE IxnrsTRiES 

Rural Crafts Followed by Artisan Castes-^—Theae are abo 
cottage mdiUftrica which arc, however, in Uie hands 
of hidustrioUsts proper, having little to do with farming. 
The village aervant class of artbans usually inclmle 
the blacksmitli, carptmter, weaver, oil-presser, tanner and 
potter who all cater to tho oimplo needs of tha villager 
and are still often remimeratcd by shares of gniin at each 
harvest in the rilbge. The village carpenter and block- 
smith ate more cooinioniy mot with than tiio vills^ potter 
and leather worker; while the goldanuth is found only la 
the richer villages. Everywhere the ear]tenter ftmi the 
blacksmith's perquisites in grain, wliich are usually the 
same, arc greater than those of other artLsons and menials.^ 
The artlsaxis w'ho are not to be found in a purtictilar village 
or group of villagea cater for them by periodic visits find by 
displaying their wares at the weekly markets and fnUs. 
The weaver is now being sqnoeKed out of fais ancestral 
calling on accotmt of the competition with niachiiiB*niade 
cloths; the potter aUo finds ilie market for cartlisnwarea 
silking due to the introduction of metal utemila; and tho 
oii-prffiscT is also being ousted &om his traditional occupa¬ 
tion Lv thfl modem product. Everywhere as tite tiwditioixal 
^ PWnri/jfoff ft/ Camparofirf. Bconcmi^t Vof^ IT. 
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ocoupation of the ftrtieaxia has bacomfi loss Temunera- 
tive* tXii&y have turned to agrioultu/al or piietaral employ^ 
Aleut Thf? following tabl o gives for t he chief artisan classes 
of the Unito^l Provinoea the proportioTi to all workcis of 
eaiuore (principal occupation) ploa working dependants p and 
of eatnCA^ (siihaidifliy occupation) wlio irctmued their 
Ijradiiiiciual ooQupalion in 1 311 and 1331-^ 


Nnmb^ per o/ uwrferj tpfiQ flaunted Ih^r ^ftidiljajMd 
occupaiion (ts > — 
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It ’will l>e noticeable that in ovoiy cas© the proportion of 
’workers who ha’^c retnniod their traditional occupation as 
’‘^principal" has deolinodp and the decline is airiking in the 
case of the weaver^ potter and oil-pres^er. 

The pioce^ of de^industrialisadoii hi the village as a 
result of w’hich artisaD classes tend to follow thou* herieditary 
occtipatiou as ^bsidtary is moro prciiriineist in some provinces 
than in otben; and lias to be carefully watdied. Yet hero 
and there even a village Bufesbtenco inrtOiJtry may show 
st’iiking skill uni efficiency and find a wider markat for its 
products tlian a village or a group of villufcs. 

The potter from Ben^l who brings his earthciiware 
vessels in boats to Afisam finds a ready niULritet largely 
E>8oaiisc he is a better orafri&niaiL titan the potter** 

As a rulo» however* the viQiige subsiatence industries depexuj 
for their prosjperity or adTcrsily on the fortunes of local 
agric^ture. 

i U.Fn c™™ mi, p. 40ft. 

* pro/voLcial BomMa^ lAfmry p- 111+ 
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This hol(L» good also of the tusiiiy intltifii.ries. 

ORoq do the otiisaDs supply mTtr cjoLhe, metal 
fumituTD, aliooe, and eTett omoiucnts to the peosiuite on 
credit who begin to pay for the mticlefl purchoged after the 
leaping of the first harvest. Thu* village subsiatenoe and 
lus^ industries ore botli linked up with agriculture. M 
agrieuUure improvea witJi introduotion of pow'er-driven 
machineTy in the villages as it has done in certain parts of 
India such impnjrtrement can only be stabilised if the vidago 
artisans can effect repairs, and stock and fit spore parts. 
Seldom, Imwever, have the village craftsmen abewn a new 
attitude and acquired a new skiD and traimog in augii 
directions. 


(C) Village Anv IsTjuarniKS 

Specifllisafiijn and Distinefivaneas o! Snral Lramy Crate.— 
In many areas in India rural ortfetle industriBs have 
acquired a wide-spread celebrity. Familior instances are 
be and toy manufacture in Budaim, Meerut, Mirstapur, 
etc. <tr.P.J, at Bolpur {Bengal), at Chennapatna (Mysore), 
at Parlakimcdi, Kondapolle, eto. (Madras),, and in certain 
villages of Sylhet (Assam) i carpet weaving in Alirzapttr 
and Benares; silk weaving in tJie vUlagics of Miirahidabad, 
l^Ida. Madura, etc.; tuctai work in Baidyanijpnr (Bihar), 
^tijiur, Eifthnupur, Kharar. Khagre, etc. (Bengal), in 
Karaikndi. AnapurapaUyam, ilnddanaifcenpatti, etc. 
(ilatlreB): the monufttctniB of conch-shelJ bangles and 
Q]oth»-of-peorl buttons in the villages of Dacca (Bengal); 
onistic fllay modelling in Mirzapur (U.P.) and Nadia 
pengal) ; paper making, manufacture of pith sun lint and 
helmet, hom, comb, and vegcialde dyes in various rural 
centres. 

But it is needless to mention more; this list, which b 
S>y no moans representative, is intended only to indicate 
tjie Hide variety of rural lujtury industries. Some of th^ 
coined overseas msrkete. To give a few inatancesr 
and wirics (coloured cloths and scarfs) made at 
Mebpabyam (District Tinnevclly, Madras) are exported to 



COn*AaE IKDlIffTRIES AXD HA^^)lCRAi'TS 11 


Mabva aud the Uutc:]i East Indi^^ * bangles made at: 
Etah, Eatelipuf and Firozabjiul (U-PJ aJ® eiported to 
Pi^in and Arabia; embmidjE^ried clniha wo^n m Ihe Tilliige^ 
of {Bengal) are exported to Aigluuiif^taEi, Turkey 

luid Perduv far turbans; imd aiUi KJt^^ uiiule [n the viUnges 
of SlrfilipiLr (Pmijab) are exported to African Chot^ Nagpur 
enrtams and ladies* di^esa materials ate now finding a 
Emopeau and American markets Every district! is 
found to contain one or more Tiilogea where cottage 
productioD Hke olotii aud silk weaving, woodeu work^ gold^ 
fdlven braaSr copper^ bell-metab lacquer^ bamboo^ canej 
pith, rattan and leather work b carried on to a Iiigb standard 
of artiijtio exceUenoe and where tJieso articles are sokL in 
tluD local bazaara or by Itiiierajit dealers who enrry these to 
diatanl iimrkotfj. 

An tihe tndimtdos doTelop variety or dbtinctiveaciai the 
middleiziaii ellps in and supplies the artisans with raw 
materia Is with the object of obtaining cheaply their 
majiufaotnred goods. This no doubt ultimately leads to 
the oxtensjon of markets; but Isoiar-ed and unrelated 
industries lend themsolv^ easily to exploitation by uiiddb- 
men. Tin? above tendanoyia univcTsaL Iiino villagiehidustTy 
can this be better illustrated than in hand-loom weaving 
which, as w'e have seen, Is the most iittportant of liulia'a 
rural Industries and i& at [cast half as important aa tJie 
power-loom industry, both in respect of production ami 
value, and many tinier moire imjKtrlaiLt in respect of the 
ompbjuient which it provides. The middleman supplies 
yam to village weavers, who are isohvled from the larger 
markets of the Province, and chiirges ratos which often do 
not bear any proportion to market prices of yam and his 
freight ehaigee. Besides, the w^caver lack« oontmtiity of 
emjiloyEncut and iius to bottoAV money both for his house¬ 
hold expenses as well od for the purchase of y^m at 
exorbitant rates of intetestn The momoon scusoti is dull 
for hand-loom uiflustry, because the rains seriously affect 
weaving and there is shortage of demand for dotli3i A 
Madras survey has shown that the hand-lcom weavers 
have to manage for four days on the eamuiga of a single 
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day. What he therefoirep is a canliiDmt}^ of employ- 

xnent'. li£ hu^ no aigaiuBatinn Em him to 6iil] 

hh goods through middEomen who ohnige heavy cnm- 
missicmB. Finally, his de€ignB are often ont of date and 
he is ifnobb to moot the ehungtiig needs and fti^hions of 
the coiifiumem and hi^ products-* The above picture of the 
cottage artisan econooiio wcaknossca is more true of 
worki^rs other than village weavers^ for^ while most cottage 
industdas bavo hardly henofited from tlm nsolts of teeh- 
mcai jisieearoh oiid developmenti sonio of the appliances 
which ha\"e greatly improved the manipulative petM^eases 
in tcistiles, such as the fly shuttle^ eley, dobby, flmw boy 
hiixneeSj eotintry jackguard and tvarpUig milk have boon 
adopted widely by cottage weavers in varions parts of 
India. Both hi Bombay and the Central Provinces the 
introduction of a laiTge number of dy-sshuitte bIovb has 
caused over-production in certain weaving centtes and this 
Ims adbeted the weavers adversely; At Chanda in ilio 
Uentral Provinces the weavera attributitig all their mlBork^ 
to the lly-shuttle sleys iLave in accordance with a caste 
rBSolutioji made a bonfire of them ! 


(D) IJi5EA3c Antes isn? HA5n>icaAj?Ts 

Development ql Urban Handicralfs.—^In a town or oity there 
k scope for a ivider market^and laiger variety of prodnetion. 
hivolvingBia-cialisatioin in industiy and trade, llit patronage 
of the nobility^ the desire for luxuries njnong an ease-loving 
public^ the religious otd^ation to pujehaHo particular varieties 
of goods, the hfirefjitary skill and dexterity of particular castes 
or groups of arfcmus—all theso have cont ributed to the de¬ 
velopment of handiemfis and industries of hi?tuty But the 
economic status of artisans haa not improved; indeed, the 
greater the denmnd for art warn or the of their raw 
materials , thnitt ronger is the grip of the niiddlenum or capital¬ 
ist on the ariiaans and thidr work. Another rea^n Tvrhy the 

*■ L. B* OiMi, Dirmor of turi:Hslhaft« Mq4ma, in A et 

Augujit IfiaS; IW? alio Uifi tpb^h df E_ D, Ball, Into Dimtof of Imlu^tivL 
BoitiljAy, IVC4. 
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urbs^n artUan is Trarse off tluay the rural worker and 

tend3 frO full mote and more nndor tlie of the mtih^ijan 
IB that lia hofl no conji^<itjoci with the land on which tho 
tatter falls back in diffiotiity and has to fear the competition 
of a ■wider market. If he is manufacturing for exporl, "'hn 
has not tho mcajis, tbo os|^dty or the orgamaittion to 
dispense \rfUt tho middleman/^ ^ 

Types 0* middlfluipn in urban handicrafts.—(a) The Itinerant 
Dealer.—Tliere are tbiua varioiia types of middlomen. 
TJicro ifi, firstly* the itinerant dealer wkn ^pplkd^ mw 
materials to the artisans. The most familukr uiBtJjjice is 
the trafler who supplies yarn to the weaver hi his cottage, 
and gives lihu piece wages or tledncts a comniiBsioa when 
he takes over the finkhed product. In blanket ■wea'viog 
the dealer supplier ready-spun yam to the tveaver imd 
coUoct^ from him the finklied good^. Even in oarpot 
wtiaving dealers and firms usualiy advattce coeli and seme- 
times yam U> the w’eavipT, and aftenvank take over the 
finuih{^d product, fiimilarlyj the trader in needlework and 
ambroid eiy goes te the of women workers, ^supplies 

them with o!oth and pays them WEigea at rates jirevioualy 
amiiiged. Such dealers either work with their own capital 
or are agents of Ui^cr dealeiB. Much of the fine embroidery 
fcAilflji) of Lucknow and some part of its gold and silver 
thrciiil work is controlled by one or other of these 

ch&3c$ of middlemen. 

(b) The garkhanadar as (i) his own flaaockr and (ii) as 
ocmiractor.^—SomediLica, again, the middleitiaa Ib Ijimself an 
artisan who has gmw'ii rich and employe his foUnw artisans 
either in his own establishment, the tarkAmm, or in their 
hotnes* In Benares, for instance, the ketrkhanadf^r wcia\^er 
supplies the Hrtisam with the raw niaterials, gold and silver 
tlirearfs^ yarn and dye^, and even with the looms, where 
tiuey work in the Some arc ab^j 

yam dealers. Simjliirly In liie metal industity of Mom^labod 
the tixrHfinndar snppfiea the metal sliecta and implements 

* F^qi'inouJ ncTJilrnj^ niAar mid ^Qr^3m^ p, 
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to the arti&ttruSf they work m their own cottages 

or in Ills shop, and usually buys these sheets from other 
middlemen on credit. This also appeam to be the system 
in Benares, whisre eiIIe w-eavots ans advanced money to the 
extent of R&, 40/- and SO/- by the iarkha^iatlaf ^riio alao 
givea to the fomier a lihii of account. No intereat dmtgod 
on the aniDTint advanced, hnt the weaver liaa to ivork 
under the until the whole amount has been 

repaid. The k^rkhmixdar m armngea his advanoe^, taking 
advantage of the weavBr’e econDinjc hclplesane^, that tlie 
latter oaunot easily leave him whenever he chooses. The 
system works out th. the foUowiiig manner. A weaver 
ufinmlly we^t^'es a mri of five yards in five days w^ith the 
help of his wife and obildriip- FTc earns Ra, 3/* for a ^ri 
at the rate of Ks. 1/* per yar^L Thuu^ hb onming b only 
Rfl, if- per fUem^ But the real drawbaok of the sy^ni is 
that the weaver who had 1>eeu paid a lump ^jum in advontse 
has sqnandcmd it fmd has to live from hand to month. 
The total capital mv^sted by the middlcizum in siEs: weaving 
in Benares w'as eetimated at Rs. iJO lakhs in i8til, hut at 
present the capital is estiumtod at Es. 2 crores and the 
annual output at not leesa than 2 crones. Many Punjabi 
tihairis are now taking part in the silk trade of tlus city. 
Nearly 50 por of the miiidletnon ate working with 
borrowed capita] on which they pay an interest of 0 to 12 
jiejr cenf and the total borrowed capital imy be estimated 
at 5 takiiB. The capital is borrowed generally from other 
big middlemen dealers, who also noroivc deposits in private 
because of the prestige occurring from an ofitablishefl position 
in the market. 

Tim poidiion^ briefly, is iihaL the karkltajuidfir in some 
daftfi combmea the rSIes of nmstor artisan ajul fiiiancioTt 
and in others is a mere contractor. |ii.dee<i, in no hsTulicmR 
or industry whore t he cost- of materuds is high con the artisan 
or the kurkhnmidar ilu wdthant the finanrial a^isioneo of 
the large dealer or the maJifijnv. jlrtisani^ are habitual 
defaulters contract debts from two or more middlemen at a 
time* In isome ind^istrie^j irartftowadarj take 1>oiids of large 
sums from workers stipulating the payment of a lieavy rate 
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of mt^rest. In thie Mioradfibad industry written 

bondii arc usual and stipulated rate of inlcroetp wtudi 
b 3/^/- jH^r cent jicr meusemt ts liaiwiJy paid in practice 
im!e«& tbe artii^rL leaves tlio ^rJtAun^d^r or dealer, lu 
Lucknow, though heavy ^ms are advanced to tJie artiBans 
by karthamidars^ no interest is dcniancilod. If an attisim 
leaves one karkh^Tiadut for OJjother^ the latter returns tho 
eum advoiiced. Di isolated Industries in wliieh the arti^n^ 
ore provided materiak by the middleman who pnrekose 
tlieir finislied products, piece wivgesip wldck work otxt in many 
cases to inadeC|imto wagca for livings am paid. On account 
of depression in trade^ dumge of taste or competitioiL with 
foreign prodtiots imch vvagea are stil) further reduced Jead- 
idg eotuetimes to the abandonment of crafts for agricultum. 
Ill the caso of a village lu-Tnry indiiEtiy, however* the 
artisane whose products have a good sale can command 
better terms of credit. Thuj& in the cose of tho Mirzapur 
earjiet-'Wfitivirig industrj* the artisan usmlty pays interest at 
tho rate of ISJ per cont per annum and his credit varies 
from three days to one month and occaaioimlly to throe 
months. 

(e) The lan^ dealer m {i} flnander. — Tlie targe dealer or 
niahajan is often indispensable in the fmEOidng of such 
industries, such m silk wicaving:i oEirpet weaving, gold and 
silver embroidery, brass, copper and beil-nietal mduatrieSi 
manufacLure of expensive cotton fabrics, and couch stieU* 
pearl hutLotn or horn kidu^i^. In certain centres middle- 
men of this ola^ usually supply raw materials to the 
karkhanadar^ or mdlviduid artisanSi but tJ^e artisan who 
works at iiomo h becoming rare in trades. There is 
a tendency for the mdustries to drift from the home to 
the small workshop as the ortLsan finds tlie matemls too 
iiostly for bis pocket or is miable to takti risks himself on 
account of the severe comiwtition with cheap artifidfLl ailka 
and embroidery, fuachine-made cIdDis and carpetJ;, enamel, 
aluminhun and porcelain vessels and other W’mvfl impoTted 
from Europe and Japan. Elsewhere the indiv-Mual artisan, 
working on faia own uecouot* and the karthanadar, who m 
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Im own finatider md imdertaJccfi all tJio ri&ka of tlm indofitiy, 
per^t. Tht org&ntBfltdou vaidee in different indiuatiial 
oontn^s according to ilm ccimpetitioxi mtli foreign products 
or the fadlttios of cicdit and local miirkeilng. public 
teust-c ift Titbted »nd the traditioiial TequircmcrEts with 
regfltti to raw material, Snii^h of iho work and artbdc 
standard &li into disuse on acccinnt of thfi soiioua com- 
pedtinn, especially with the cheap Cfcrraan and Japanese 
goods, tlii> tendency of the art isans to sMft from the liome 
to tiio workshop, wlmther of the mai?ter artlftfin or under 
the tliiimh of the big dealer and capitalist^ b enJlanced. In 
the gold atid nilver thread Dianufacinre mdustry in Surat 
employing about workers, 2,000 are Uidepcndcfit 

artisans working on tlmir own account, fi,000 workera work 
on wages in the karkhayim and 5,000 more are fiependent, 
working to order ai their own residetiee-* The total v^bIub 
of the gold and silver thread used, in this iuduHirr b 
estimated at Es, 10 mdUon Uu^ daily consnmption being 
oatimatod nt 53d^(W0 tolaa of idlver. and G7'2 tolas of gold 
for 300 workmg days in the If we aiM tins figiiru 

tlie value of ailk nyed, labour cliaigea, etc., the total Tahm 
of the production in Smat would bo nearly Ra, 40,000,001}. 

The lat£e dealer as (ii) a oo-ordmatiiig agent.—In somo 
hranches of metal work where the processes of monutkctiire 
are so apociaUsoil that: they cannot be undortaken by tho 
Bame set of ortloana eilher in ihdr homaa or in any karkhanu, 
the latgc dealer who aupplbs the urtioans with the ruw 
maleriuls cOH^rdinatf^ the different branch^ of production. 
His functions^ in short, here <!oiiibine those of ths financier 
and the tarkhi^nadiir. The brass and copper LDdmtrv, for 
iuBtonco, is organised in various way^ in different industrial 
contresj such as Benares, Moradabod, Calcutta and Conjee- 
verofiL. In such widely different contrea as Moradabad 
(U.Pd, KincbaJ^onaui (Madros) and Dliarwaf (Bombav) 
wealthy mereliauta mu the worMbopa, in wbiolh as many 
0* a hundred artisouB may be employed, usually at piece 
rate®, lu most centres ihs lurkhavu^r works with muteriab 

^ Ftparc c/ PrCrineiai ^nquity C’&mtAiUcf . p. I US. 
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suppb^ed by the mlddlemeti, irhii an? dAaJjejr& in tiiows -wares, 

empbyiflg a few artisanB and labourerni uniler bim. Some- 
times, again^ the artisaim work at hc}m&, obtajiiing the 
raw ma-teiialfi either from the hiyhjianudar or the large 
dealer* But tJm b becoming rare except in the outlying 
areas or whero the products haFe not imprfjved beyond a 
certain standard. Whather the artisan^ worb&hop owner 
or gains ascendancy or not dejHsnds upon vurioue 

factors such m tho supply of EkiLiod lalioiir, the facilities 
of credit, cost of raur materials and the rifik of thp bnaiue^. 
Ifc should be mentioned that some morchaiits and most 
workdiop Qwucis belong to tlic same caste or guild and 
Utoy do not drhro as hai'd bargains with the axiisans iju» 
the outaide karkMm^utarj or Tnahaj^ttJ^ do* In any case it 
eeetnF poaaible to smy such uiduslriat organisation to get 
the kurkhamidars on the side of any scheme of reform, such 
08 introduction of new tool 8 , applinncea and designs. Often 
the knrkhmiadars roondted toom the same caste exeroifio a 
sort of supervision over families of pooter artisana, whom 
they may employ with tJie object of keeping up the reputa¬ 
tion for the qmdity of their goods.^ 

Middifiman'a Grip due to Ineeular Etnployment and Dost o! 
fflat^iais,—Yet another cause of tiwe previdetice of the middto- 
mcn system is tlie eeosoiml nature c^f industry. All omfts snob 
08 tailciTiJig^ Iftco, needJe work and embroidery wwk labour 
under tlie specis] disadvantage that they show an exag¬ 
gerated altenuxtion of overwork and imemploynient due to 
the tliat they satisfy occasionat or seasonal needs to 
India. Tlie laoe and needle workers, many of whom are 
women under purduh (^cdimion) have no etaying iwwer and 
aro completely Emdcr the thumb of the kfirkianudar, who 
keeps tliem alive by advances during "*the dead seitson?’ 
when the karkh^tjuis are not warking. ft is this which h 
the principal cause of the prevalence of bagiibiTif (arrears) 

*J'w thif relatiqne b^iwvcm ErtiwFS and m^cUEPiiKtn iJw writw hat 
trmly avoilmi MitiMlf ot Uw niAtennk tkilutaitk^l by Lim u s luoinbtir 
of ihp l^mvuld«l BAHkin^ Imq^iicy OmUmltM. F^hg hi* mflntarnxidiun 
on tbd smnn imlustdc^ ot LudIoidw^ Rf^port qi VoL 11* 

aiui ulflo Xi VoL L 
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ia these seascituil traded, Irrogalarity of einploymeiii, agaiii^ 
weaketiB the habit of ^vitig amongst artisjms who are 
itiosily illitenite; whilst the karWmadftt, whoee linam'iftl 
posLliou b rarely Bmch that he can affonl to look Kip hb 
capital ilmiDg the stock season, in in hia tnni etiLLtaly 
dependent upon his rn^^kajan. 

Even where tiio bxilustrj is not seasonal and the pnodneta 
are in dexaand thronglwut t-iio year m in the case of brass 
or copper wares, the coat of the chief taw materials £j pouts 
the dealers who evmi hy withholdmg orders try to fewest 
the workers in spite of some solidarity on iJieir part 
Ifurdly to be met among other handJeraftamen, There b n 
eeasoleoe attempt on the part of both workers and dealers 
En tJib instance to ribtam advantage over one ruisotlier. 
This is clearly apparent iu the seasonal or local UncfrciatJouM 
of wages and prices in on industry which normall_v ought 
to he free from these in view' of T:.he steady aud long period 
demand of its products. On tlie whola^ the tatliiA get the 
bettor of the artifiana, especially where tlmy do not confine 
themselves to dealing m local productfi but import wares 
from other centres of metal work* an advantage which Jieliie 
them to tighten their grip on llie local ortiEumG etiU furtluer. 

The Ghsin of Economic Categories.—We may now classify the 
cottage industries and haiidjorafts of India according to their 
Btructuce and orgaoiEation, Speaking of tli* liandicrafi^inen 
in Emnce* Arthur Fontaine, the w'elbkuown authority on \ h^ 
small Indusiries of tlint country^ uxoie: “like vegetable ami 
animal species the ^-mou^ economic categorieB cotiueeted 
with each odMr by m tcrmciliate links which cannot be (classi¬ 
fied with any certitude and which heljj to make of tiio 
of types what m practically a continiious dmiii-” The same 
chain can 1 k» observed in india^ 

{ 1 } There is the artisan who deals directlj" with the 
comunicT and works with his own materials. Thla is 
generally true of all cottage arts and crafts carried on oa 
8ubaidiar>' to agricfidture and of village suhdBtenoe tudufiiriea 
in the liands of artifions who oxo a part and parcel of the 
rural conuuunity and are paid in ehoreB of groin. 
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(2) Other arfdsanA though dealiiig i^ith tJi^ 

CQusnm^ proyided with by the lAlier <?« e 

piece-irage system* FaniiliaT instances are viliage handi¬ 
crafts m which the instedbis are raure costly or distinctive 
than nsiial^ wood work and ftouturc in peasants' cottages, 
gold and silver work and dreas making. 

(3) Other artisans receive advances of cash or raw 
materials fiom itiWEtimt middlemen who pnrolms^ tlicir 
fuiishod products^ Thia is tije- most famfllar type* Among 
mdufltricfl conducted on this aystem may be mantfoned 
weaving of alt kinds, including silk weaving, carpet weaving, 
and blanket weaving and most village iusiiiy industrias 
^4'here the warier eomtnand outside ruarkets. 

(-0 Some operatives work at home hut obtain raw' 
materials from a barkhana^ which takes over the nniahed 
products* Various groups of artisans^ such as carpenters, 
metal and leather workers in all hii^e town*^ in India obtain 
their raw' materials kom eliope and kurkhiifui3 to w'hioh 
iliey bring tlieir flniahed w'ar^. Tailorings laoe and em- 
broideiy work are often undertaken by artisans and pitrrfuA 
women in towns who obtain raw nmteriaki fmm the abo|is. 
Village women ohtabi leaves and tobacco from the 
m the trOWTi and fill in tobacco and pack hiris {crude cigar- 
ettesT) at home* w^hioh they bring to the karkhana every 
alternate day. Another typical instance is the 
splitting of mica hy thousands of village wromcn m Oliota 
Kagptir, They regidorly obtain the mica Irom the factories 
whii:^ employ them on piece-fates. Vkriuna groui^ uf nfti- 
fians, such os earjienters, mefal and leatlier workers in all 
large towns in India obtain their rnw materials friim shops 
and karkhanm to which they bring their finished wiires. 

{5) Another type i& tho artisan who works in a karkhaTta 
uncler m master artisan (umd)j being suppli^ with raw 
maierial^ and often with tools. Tlie kurkhanadar may Iiim- 
self be dependent on the middle man dr large dealer, or 
iie may l)o hb own financier and deal directly with tlie 
general public. This orgoniBation la commonly found in 
»hoo making, artistic pottery , wood carving and silk f!aTpet, 
or lilaiikefc weaving* ’ttlicne’i'ur a cottage industry b in 
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the Jmnde of a paTticoJar caste, it eosUy e&imilste@ itself 
t* the irurkshop sj'Etem; the hirkhana^, juj aitiaHn 
faimself, provider the Eeceasaiy tooU, employ’s Jm caste- 
fellonTs on pieoa wa^cs, anJ lumsdf armngea the sale of the 
fiiiiahed products. It is a Kurviiral of the mcdievHl guild, 

(ti) In some ciufk; the hirkhattadar iiaa not risen from, the 
ort^ chuts, hut IB Die» capitolist who hfw inverted his 
aoviii^ in the busincsE. In sitk-wceTtn£, in the metal 
trades wid in ftintitnre-making, wb often liavo ttirihaTuu 
nm by fumilJ capitalists employing liundccds of artiams on 
piece or daily wages. 

(7) Agiiin, the karkhanadar may become the (mntractor 
or sub-omptoyer working under the huge deabns, who 
advance liim raw materials and eollcct the finished goods 
manufacttirod by the artisanii ompioyod by the 
This 6}-fitem is found in the lace. tJie goto, the gold and 
eilvei wire and alli^ indnstries. to some extent in the silk- 
weaving industty, in the brass, iron, copper and bolb metal 
industries in most i.'enties, in durrie weaving, caiiou printing 
and in shell, hom and button manufacture, 

(il) l^ly, there «to industries in whioh there is no 
kiiirkh^untdorTt but the dealer or inifjij ^ supplies mw 

materiatfi to tlw- Tarioua branches of the industry, fitumcea 
and co-ordinates tbs manufacturing prix-esaes from stage 
to stage, and finally disposes of the vatea. This kind of 
ojgimisation is found in certain metal industries. 

The Econoniic Bondage of Haudiciaftsmen.— Thus a crafts¬ 
man, whether ot Ids cottage or the kark/iana, works 
for the account ^her of the wholesale dealer or the 
master workman, and it b thie wliich largely pxitlaias Ids 
unhappy lot. In moat of our amall nml cottage industries 
representing one or other of the ty]jfe3 of organisation we 
have noted, the dependence of the workcis both for ijje 
supply of raw matermls and for the marketing of Uu'ir 
products is clearly evident, and this dependence usnally 
in valves the econrauio prosperity of the dealer and entn*- 
pnmei^ nnd sweating of the produeew wlio work for tiiem. 
Even in non-seosoual occupations like brass or copper work 
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whcTO there k n^i altemtion between dead seasons^' 

(tbe aeafiOiis wliea tlie worJofi^ die) and tli& rashL^seosoD the 
borne workers ' position loiiiMm as imfortiinato as in tbo uase 
of Eeasonal trades simply becuiuse h ii othep bimdA that 
control the begiDiiiiig and the eml of produelaon. Both for 
supply of raw matemls aiui thp sale of Snislied produete 
he defieiiiiii upou others. He may l>e tho niastct of hk own 
time, but hiii klwiir k at the behest of either tlie i^ntrepTencTir 
or ivbalegfile dealer. Hb oconemie |HXbltion is further 
wtvikened by the fact tliAt tl^e metal liefiu^ they 

are iinjabed have to pass through eeveral baiobes of 
apeeialist3d and isolated workem, who depend for employ¬ 
ment upon ttie dealer who finances etid co-ordinatHes 
production. 

Tlje aamo b true of the metal Industries in Moradnbnd, 
EeuoresE:, Burdwtm and KumhokmuMn. We liave already 
seen tlmt seatteretl, luiotganbed produetion is best ropre- 
aentCil by la<^ ax\d needte work. Tiie manufacture of gold 
and silver thtendjE^ both in Lucknow 4tnd Benares sboWB a 
similar separation of its bmnohes, with tho worts in each 
isolated from those m others and easily cjk plaited by the 
mpitalbtfi and Tniddlenien. On the other liand^ in spite of 
the speemi dbadvantageif, which inhere in iiitermedlate 
produntion. brass workers in some brands have now 
tratisferred tliem^jelves from w’sge-eaniers into mere or lBt?s 
mdepondent ariJaens, though it b doubthd wtifithcr they 
can long escape from the widespread net of dealers anti 
middtemexu 

In tho majority of our sm&U arts and handicraft® tbo 
control of the middJemen and wholesale dealers ia too 
eviden t. Prom the technical point of view the liandicmfts- 
man tiCTnuins a hoiidictafl^an^ Ho works m tils cottage 
alonu or with his faniUy or with a few afisistant® aawl 
apprentices. But from the economic and social |>amt of 
view tlte handloraftsman'e status uiidejgoe® oomplate 
tranafumiation. The esctermion of the market introdurea 
the whotesale dealer, who slJ[)e in between the producer 
and the uoasuii:icr or tJia Enaater iirtisan or the entrepreneur 
on whose aocotmt the handleraftomen -vrotk in the lioritAana 
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or in tliedr ostn liome. Thus b seen ft fiideapr&ad prtK^oaii 
m whieh iJie handjd^tanuui f£tHt becoming a iner^ miit 
of labour, a ^'faoboi^- hand** working for the aoeouiifc of a 
wholesale dealer or entrepreneitr who oentrali^e^s the trade 
in their prodnetB^ and f nmiH hftfi them, af^ner than not^ 
with df^jgns and mateiials^ sometimes even ^v'ith the tools 
or implements which they use. In the big cities such 
degradation of independent home-workers hito the proh- 
toriat. has been facilitated by the opening ouL of nailotiftl 
and even overseas markets for flgnie of their prtxlucrl^r by 
the high eost of materials, by aoa^nnl iliictuatioiis in 
demami und Ln the case of clothing industries by ilte 
heiplc^nesa of scattered and p^artiahnetshm women workera^ 
who oanimt step out of doors either to seek work or to sell 
goods: 

Co-operative Credit and Suppl? of Eaw Materiala-— The 
want of a oentral buying and tradizig organisation has 
been uJao the chief defect of home pztKJuotiori every- 
\vhcii5H Isolated and unrelated cottoige induatrle.^ hstid 
tliemselvos easily to explnitatloir Viv middlemen. Through- 
Out Europe the co-operative ssratem as welt as ccntTal 
trading urganisatiotia are now playing the important 
pari in the revival and prosperity of small arts and orafls. 
in Gormaiiy the association of pnoducera buy raw 

niateriaLs in common and sell their products in comiuoii. 
The commodities produced belong to the individual artisansr 
Aa long oe we <lo not e:cpeot tlie requinito capital and 
tinding ciipaeity from the oo-oporative tbemsclvea 

the necessity of setting up a sjiecial machinery, likv the 
Finaiming and Marketing Companjp Ltd-, propoJKKi by 
the Industrial Finance Committee in the f<ir the 

sale of products of the cottage industries i$ obvious. A 
notoworthy feature of rural indufltiies in Switzerlaml. for 
tui&tance, b that they have oigaitbod themselves on the 
oommercial side into a iiadi^ corpomtion known as 
Kaufarbunda, with branches at Borne, FribonigT Lausanuor 
etc. Nor arc the hmh^ irmttentivo to tlic spe^kil needs and 
otmditions of the home n'orkers. The banks lend manev to 
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tho ftrliftoiiB tm iii voices» labour billa ot any prospectiYO 
ciaim ^^uliioiently recognif^ed. Swiss bonks advance money 
on cocoons, Becnred by tho undertaking that the epun ailk 
abalf not leave tho sjiinnor's koaie till Ihe debt lias keen 
repaid, Tlio moniorotifi snmll co-operative banka in Gomiaity 
generally os^niRt iUe a mall attisan^^ taknig careful accoimi 
of all their oitcumatancoa. The establishnient of a large 
number of smd.ll IndiiEtmLl honks^ as well aa co-opemtive 
societies, can alone cheek the esploitution of [^mtJl artisans 
by middlemen and large dealers. Weavers and metal 
workers, cabmet niakere and stone carvers, iacqner workm 
fttul aitbsUo pottenit should be encouragetl to buy silk, gold 
and silver thread, braas or copjjer fibeet* woodi stonCp slag 
and cotton tlirougli the co-opemtive societies or through a 
Boaondiii^" body to which the society may be alfilUtcd. 
AdvaTice in oaaU and capital for snstenanoa during the 
slack seasons and for the purchase of nece^ry materials 
for their trade tuny lie freely given, and the artiaans should 
bg discouraged iixijii selling gooda indopendantly and 
enoomaged to sell them to the sooieties wliieh are offering 
them tho valuable materia] service- Similar soexetie^ of 
nieto! workers, leather works ra, wood workers^ 
potters, lacfpier and cane workers, eto,, have been crganlaod 
and are co-operatiug with good or Ul-fortune in the %^adoilB 
Pro^diLces of India, or failure depeading entirely 

upon tiliti elasticity of such societies and convenicrncc they 
offorcl to the members, For the oliibon workers a co¬ 
operative society, after the model of that in Brussels or 
Palermo, will be a godsend, Tiie Co-operative Society of 
Women^s Wotk {Le Labour Feminic) in Dru^seb oom^istB 
of poor middle-class women, prodneing objects of art aud 
fancy by home work and selling through a shop w^hitth is 
finaiiceil by pliilmitlLropiat^- The capital k o,000,000 feuiGa, 
A dividend k pfdd on share of workcre* The Women’e 
Co-operative Society (Co-operative Indu^trie^ Femininti) 
of Palermo consbtJ^ of nearly 200 War wido^VB who make 
lace, Uxien-dotliing and ornamental chairs. Along with a 
dlvidenfl paM on sliare, a bonus on goods BhUppUed and 
sold may be given. 
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In mdDstriea whetie the ^tem has come 

tote gimtar vogue and tao liave the looster cmflsnian 
aeouriiig w^ork uml enifitoying a large number of artisans 
in Ms ehop the CO'Oporative Prodnotion Society^ os 
in Germany or Italy* will represent a Mgher level of 
organisation and indutftrial dovelopment. Thus oo-opor- 
ativr societies among flilt weavers, cabinet- makers, carpet 
weavers* gold and stiver thread operative*, caluio 
workers* eopper and brass workers, clay tnodelkrs^ met 
weavers, etc., with a common workshop* and nnderfcjLking 
eontractfi and distributing Lhe wi>rk maongiit their members 
ydW rrpreeent a more effective integratioTii. As we have 
quite a variety of typ&a of cconoDiic relationships in small 
arte ami crafta whidi show a more or leas continuous clioin, 
the cooperative a^lvanoo will have to eisMbit a Bimilar 
adaptation to the vanoua economlo oategoriea and relation- 
sliip^B, rescuing everywhere the fitnall artfean from the 
iojtermediaiy or large deakr aud gradually leading industry 
to a greater niBohanical mid busmen cfEcioncy and yet on 
a more tKiiiitabb basis of dLatiibntion of wealth and oppor- 
timitios than w^hat large soato capitalistic production may 
permit. Popular !>anldng is the cMef method hy wideb the 
world process of the degradation of workers into automatona 
in great or small products alike may bo effectively combated- 
A lumnCLng and marketing eorpuratlon like that working 
in Swii^rlaitd and what is proposed reoentty for tbo Onited 
Provmcesi and tlie co-operative societies could 

work shte by side with the todnatrial bonk** and thus 
facilities of long and short-term credit, proper control of 
credit and supply of raw materials and appliances and 
expert advko £n imd effective organisation of nmrkettng 
establi^sh. the handiemfts on sound business footing. 

State Aid lor Handicrafts.—Apart feum tlie facilitie* of 
oredit and marketitjg whioli industrial banks and ca-opemtive 
artigaiis* and sale soeifitiea aiid a marketing company or em- 
poiium can afford, State aid o>ny bo a great lever of uplifb 
of the handicrafis in the Mb wing manner:— 

(SJ Municipal legislation prescribing certain mmitnani 
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Moit&ry L-tjttagcs, cuuiUtiona and atambuda iu biuaII w^ork- 
shap^i and iiidinjtml ^tuLIiEtmmnta wbete mot& tUan S.y^ 
workers are fuk^einbled for iiidiistrLil labour^ 

(3) Impt^siticm of ptoteotiv© dutioa in fivonr of gertnlp 
Inng-eatabliBliod aria and biincticrafts whiek employ a 
consrdeaible proportion of induHtrUd iabour. Sitk weavings 
toy majmfnoturo, arti^tio oJiiy niodeiUrig aiid metal handi' 
crafta, for need protection by mean? of tariffs. 

On the olbor band, tbe incrreaBcd import duty on cotton 
yam fnXb afi a burden on liand-IiKkni ^leavBis. Tliie is only 
ono lntli<U4tioii of the iieeo^ioity of oo'ordiimting a policy of 
dificrimmative proteatzou m between I he diverge require^ 
merits of cottage indnBtoee and large-scale factory 
odUiblislmmnts^ Beugd, Bihar, Orissa, Assimi and 3^ladraa 
an? the provinces ivliere hond-bom weaving plays a mom 
important part in the oeonoinie life of the people than in 
other part* of India. It is tliesse pmvmceB wkick have been 
especiaUy nfifectcd by the enhancement of th© dirty on 
yam» w^hitJi faYoun* the Indian eotton-miJi iuduatty. 

The iladms GoYcnzmeiit recently suggested that a 
cess should be levied on evciy pouiui of yam manufactured 
by ike Indian cotton milk« the proceeds to be utilised for 
Lkn development of the hand-bom weaYing industry. TJm 
jm^posal T&eeiveii the oommefudatloji of the Tariff Board p 
T he Government of India for some years gave grants-in- 
aid to local governments for aa^tmice to Imnd-bom 
weaving industry to the extent of a sum of about Ra- 
5 lakhs annually. 

(3) ConoeSs^ion in roilivay or steamer height for certain 
kond-njade products. 

(4) Reducthm of seigniorage fees on suoh foiiest produete 
spcMdal kinds of wood, oane, grase, reed, rattan, eie^i m 

well as horns n^ed in somo handiorafts. 

(5J Cheap supply of eieetiicfi^ in oozmectiou with hydro- 
elootric scliemes for rural industriesj which at present are 
being worked by man-power or with costly engines, 

(G) State gmdauce to liandXcrofte in the selootbn of 
deaigns and processes, assbtance in obtaining suitable toob^ 
in morkotingp to the diffusion of market intedligenne and in 
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the advertiiiiiig of their wares. Sleya, tape^wcaving boma 
and. cnJeiidering plfluta for thjc weaving imliiitiy and 
poliahhig and uiiid pbtmg outfits for tlio oiilbiy iuidwfitiry 
Lave beau supplied among otiier iiuluetrial apptiaiiwa in 
301110 Provinces on a Iiire-puroliase jiystem lo tuliHUis, 

The lloroe Industrica imtituteat MyEote , the Bengal H ome 
InUustrifis Afisociation, the Oulzarbag Institute at Patna, the 
Victoria Memuiial Tudiiatriai Institute at Madms, and the 
Arts atwl Crafts Emporium at Lucknow have recently done a 
great deal to estaldish. eouiaci between the [xroduota of cot¬ 
tage iudustrit^ and hauilicraftG witli tlmir markets unt only 
tji Indta but abroad. 

Need oI Co-oidinaticn and Piaoning.— Them is no doubt ttiei 
the Indiistries Department in each. l*Tovinoo contd expand its 
activities in various directions. Firstly, it shoiJd be used us a 
bureau for imparting commercial and technical inforiuation 
both to the handhirafts tiueiQselvee ami to the trade. iSecondly , 
it shoiilcl assist iu the introduction of approved designs pre¬ 
paid by the technicaJ or art scbuols. TbinUy, it slioub }>e 
resiwiisiblc for the adequate ad vortisemfint of all artistic pro¬ 
ducts. Lastly, u Proviiicial Arts and Craft® Empurium under 
the iudofltriee Department shotild be established and shonld 
act aa t he hendquortera of a intern of sale depots, of which 
tlicro should be one in alt important industrial centres and 
towns, and even abroad such depots may be branches of 
the Emporium. They may be shops managed by the .State 
or they may be entrusted to the care of existing firms on 
u comtnisdon agoncy basis. 

Each Province has its Co-operative and Industries 
Depurtnicnts, but everywhere tliere is lack of co-ordination 
in their activities wlut& touch the crafts imd lives of the 
artisans, Through more systematic and co-oedmated 
eCbrts they can render valuable service to the handicrafts 
in each Province. 

The Development CommUsioners in Englimd recently 
reported that the magiutude of the results achieved in 
Germany in the development of rural uidustrics was due 
not £o much to coercive actictu on the part of the State 
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in ahcpli£rding tlusse iDdu&tiice^ of to ajiy dimct or indiithcfc 
aBfiifltaut'se from tjiriffe os to ^tencly and atremious 
diSiLBimi through spotii&Uy cr&ateci setvioefi of adrtoo, 
information and tdti cation. Jlany iiidaytiio^, however^ 
created by State-sddad actioxi i for oxamplei watoJi- 
making in Saxony and the making of pencils in Bavaiia. 
These new induatnes haTo t^een introducedr on a Large 
scale m tlioae districts where endi introduction was most 
advantageous, A eystcm of farming combined with industry^ 
%viueh gi™ regular employment throughout the year# 
enables the agricnltural countries of Europe to maintain a 
density of to 300 parsotis to the sq.uafe mile, in ocko- 
eiderable part« of fridia, wheto the density is tmee or 
Umco liigher, and where agriculture cannot uommlly 
employ the population for more than seven months in the 
year, the need of nira! mdustrias as a subsidiary occupation 
to agriculture is far greater. For a stay-at-home popi^imu 
like ours enforced idleness durh:^ a year of scarcity is a 
paradox, indlcatmg the lack of kalaxico of occupations in 
the Xndian ■viUnge which it Ls one of tJie major Aimn of 
industrial plnnumg to remedy. 

Tho frnance of cottage production is in many respects as 
exploitative aa agticuitiiral Bnance. Local capitalists and 
iirinerant driers mipply credit on hard terms in both ea&e^« 
To 5>oth the arti^ns hypothecate tlieir wtues us cultivators 
hypothecate the produce of the fields. Methods of finance 
and marketing are mter-lmke^i and can he supplsntcd oulv 
gradually. The co-oparative movom^t, wheth^ its eucrgks 
are directed to supplying credit or for providing &cilities of 
supply of material or sale> must include within its scope 
the subsidiary as well as the main niml induatryp^ for tlm 
two one inseparable. 


CttAFTEB SIX 


INDUSTRIAL DEVELOPMENT 
M. L. Dam, 

iMtm UriiKfMUj^^ 

L A STOV:E3f 

The AntiiiTiity and Excellence of Indian Indnstri^ Arts— 
Eyc 4 i before the dawn of oxvilisation in Western Europe, 
tiie birtUplaeo of modem mduatriaiiaiiij the nnmnJaetnrBs 
of India were in a flonriBMDg ooadition, Tlie skill of Jier 
craftemen in the production of highly arttstk and delicate 
cotton and tiOk fabrics, tiio working of metals and pieeious 
stones, and in all kiuds of teelmieal artej has from andent 
tiimes oToked thu admiration. Qf the world. The Chirsese 
travellers who visited India in ihe fourth and the sixth 
cemnries, Bernier who visited India in the reign of 
Shabjahan, and Tavomier Imve Itiffc glowing de@criiptiion» 
of the marvclloua producte of Indian arte and indufitried. 

Although maigullicaiit in volume in comparison with 
modem flgnroSf (oreign trade in thcee manufaeturod goods 
play^ a not inconidomble rdfe in the economic life of 
India. To the dismay of foreign comriaiisa, tho most 
Gigruficant feature of thfe trade the one-sided importa¬ 
tion of precious luetals into India. Western Europe was 
brought mto touch with IndiaTi- goods principally tJirough 
tho CrusadeSi and from that time onward a oonfliderablo 
traffic, ftometimes wholly by land and Hometimea by both 
land and w'ater, developed to tho oastero end of Uto 
Mediterranean. In the fifl^nth century the Mediterranean 
coiitAct was cut off by the Turks, and the European powers 
began a frantie competition to diflcover another route* 
This led, ftt the end erf the century, to th^ discovery of tlm 
sea route to India by way of the Cape. For about a century 
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after tli^ arriTa] of Lhe ElCKSpe^ns, tradf^ wia generally m 
the hiuidii of the Partitguese and the Spanish. The mer- 
chants of England ™wEd their tmde with ejiYiona eyes, 
jmd fonaetl the Eiiet India Companj; hy the oi^^mng of 
the sjvEntemth eentury tho Port.Tigueso, the Dutch and 
tho Englisli were partidpatiiag in the Indian trade. At 
first the onterpriseE of the BriLiiJi East India Company 
ffliiera merely royages in ^i-hich several merehanta wore 
nsscKuated, About lfio7 tlie Oampany became a pertnaiieut 
corporation whan 'factories irero eatuhliahiDd and nE?giilar 
trading and waiehonsing begun. 

The decay oi Indian arts and crafts*— Tho snbseqnent fate 
of the Indiiui handicraftsman is too vi’cU-known: the ]>olitieal 
[KAicr TA’on ot Plassey was now deliberfttoly employed to 
discourage the manufactnres of India hy the imposttiicm of 
pFobihitlve import duties and other ; and ihia coti- 

Linued to be the settled policj’' of England towards Inrlia 
for fifty yoflni and mote. MeanwftOe the industrial revotu- 
tion luiJ^I worked itself out in Eng hind, and tlit destruoibn 
of tlie Tndbn industries was oomplete< Thf^ hjevitahle 
happe!ie<l> oite hidiistiy after another ^c<mmbedr bringing 
dastitutiou and desolation in its tium. Throughout the 
nbieteciith centmy the indigenous mdustries tended, to 
decline» forcing more and tuote of the popubtion into entirei 
dependence on land. 

After Jlie astjtmiption of direct rule hy the Crown in 1959, 
the doctrine of was evtouded to Indb* The 

belief gahicd grotuid timt India vrith her fertile soil and 
tryung climate was more suited to tJio prcHluetion of raw 
materials to t>c exchanged for the manufimtiired goods of 
Etiglbh factories. Am early oe I7S8 the East India Company 
began to take on mt;cre.st in tho expEuision amt improvement 
of cotton cultivation in India. Towards the beginning of 
the nineteenth century the Compiany resolved to re^dve the 
indigo industiy imd expert were brought out from 

the West Imlles for tlte purpose, and the next fifty years 
saw rapid expanjsunn Tim tea industT^'—the premier 
plantatimj iudiiBtij' of India—wjie likeinTfie intrrxluced and 


30 Ecommc problems ot modern india 

piom?efe<l by tke Govcmmijftt. The experimental tea garden 
started in waa ^old in 1839 the Tea Co,, Ltd, 

Systematic cuUivat ion of coffee waa bogtiii in India, in 1^30. 

The rise ol madrai industries.—By the end of tho eighteenth 
century modem factor}* industry hml bctm xiull eatabliaiied 
ill England and during the next quarter of a centuET was 
being furtlicr developed. By tiie middle of tlie nineteenth 
century England had become the worktop of tJie world* 
In India the outstanding industrial events of the nmeteenth 
certtuiy were tlie decay and exiiinetion of mtligcnous 
induftrie^, 4ind the rise of one or two modem indn^Eriee- 
The form of bidlan enterprise was the application 

of steam to shipping; Gradually steam ongiues were also 
being employed in dochs^ in paper mUle, in coining moncyp 
grmding flour and in the spinning iiml weaving of cotton, 
ail m the neiglibourhood of CakntM and by Europeans. 
Tlie early ventuTea did not flourisk, and for good rci^tia* 
Maehincr}", S|iaie parts and storey had to come by wj^y of 
the Cape in sailing ships. The urnginccfiis, foremen ond somO' 
timc^cTon the labourerB had to bo brought out Irom England. 
Tlio regular mimng of Indian coa! did not commenoc until 
LJ14: hi 1804 there were 3 and in 1880 50 coal imnes with 
a prfjduction of ] million tons. The railway had not come 
into osistmicc till 1853 when a short line was extcnrled from 
Bombay; next year a liiic tvas oiKmcd from Eowrah to the 
Raniganj coaUSidds- The cotiBtirtictioii of this and other 
niilways bd to a rapid expansimx of the eojil iiidustr>' and 
tlm two-million line of production wm parsed in 1890- By 
1900 a yearly output of oTer 6 million torts waa reached i 
imports liafl falkii to about- 2<X>jOOO tona from 800,^X10 tons 
in ISSi) and exports inoteai^cd to nearly half a million tons. 

With the development of oollieriee and expamdon of 
milivaya some initial obfitoclcs to the e&tablkhmeiit- of 
modem induAiries in India Imd been removedp Barring the 
ill-Atortcd Bowreah mills near Caiccrtta about tlie 182(^8, 
the earliest cotton mills appear to have licen built in l8o4 
in the Bombay P^idcncy by a Paisi gentleman. By tho 
end of 1801^ there were 0 cotton milk^ and in 1880 there 
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were 53. Tlie firsV jute mill was started in Calcutta in ] 853, 
and ia IS6S there were 5 of thorn. 


The extent o! industrial deTeloiumut.—Piom there nmall 
beginnings India lire now become an important indiiatrial 
country. It re a tFuism that India ia and must remain on 
agrioultural eoontiy, but Fciy flew reaJiso wbat great 
progress India baa made in the [ndustrial sphere. Within 
about 80 yesre Ofvor 2^ miUiotis of pereons hare come to be 
employed in modern fimtorLBs, nunos and raitu'ays: India to¬ 
day ranks re one amongst the 8 ieadiog industrial conn tries of 
the world and hre a seat on the Intoniationni f^abour ofUoe. 


bi 1035 India liad 0.3Q1 largo industria] estabtishmentB 
of all kinds employing l,&if>,703 peisoru. The relatire 
importance of the piinoipal industrlae in India is intlieated 
hy the table of employment reproduced i>elow:—-* 


tMuttrjf 

Coiton (irpiimmgT pinH otiusr) 

ilut# tnllJa ^ . 

ipimiing fljid 
Artti imtQwnjr iraxitB 
miik p . * 

Sin;;ar . 

Tm ffli^iCoriM .... 

and book-bind irvor^ et^. 

JU lit tErfWUji I . i ^ 

llQ£4.>iir4 ..... 

l>oekynmifl, iliip|iiiibliiig aud «imtiwriju$ 

OviLiiAiicfli . < 

and til^ ^ ^ 

Oil mUld . . » , 

Saw milip ..... 

Kopii w^rk» 

CV^nient, bfUd and pckUc-rtM 

Tobaoeo , 

P'ettnkuju r^Rncrt^ . 
lather and aJuw and taimariDi 
WcrfjILrtJi mtlia , » . . 

Dyoinft tmd bkncbii^ and indig^a 
Silk nulb {itwltidiag fiktuna) 

O^w works 

P^EkjM-r milLp , , 

building and tnotor-emr rDpalrin^ 
Stone dr«6BXEi^ a 

HdaiBty .... 

Flour znilla 

Krf^rosin iutirl 

Rqhber - * . . 




Ptnt^riM 

imjdw^ 

79.<m 

tSMO 

msm 

40/m 

SS.QfK) 

Sl/HH) 

njm 

19p00a 

Jo.OOO 

)5.Wrt> 

H.D00 

14.000 

13.1)^10 

12.000 

11.000 

8.000 

8,000 

8.000 

7,000 

7.000 

7,000 

7.000 

e.ooo 

e.ouo 

e,ooo 

0.000 

«.000 


* FnmtiApiece td Xorye Indn^iri^ India^ 
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Somo idea ttboui tmr indnstiidJ dervieiopmiaii will ikisci !>^ 
oonveyed by an eniimoratioji of Juint-stoDk oompimiesi-^ Its 
1933-34 til* number of jomt- 3 tock companies at wi^rk of 
aTI <ilafiscfi meorporatad in India wus 9.i34 i^ith an aggregate 
paid-up capiial of Ka, 300 mores, of whjoli miliB and presses 
aocomited for Re, 70 eioriea. pknlatkma Rs. 19 eronw, 
minua and quanyhig Efi. 40 otores, 'ITio totid number of 
oompEuiifs incoipoi'atcil outajiie inilia, but whicb earry on 
work in India^ uilb an aggregate paid-up capita) 

of fSlB tniUbn and debentures of £lnl miUinn, Of Llin 
jiaid-up capital and debentures fJOl million and tSS 
respcL’iively, w'ore iiiTusted m petroleuin mining companies, 
£99 miliicm imd £46 million in engLneeriiig, £69 million and 
£5 million in insurance and £57 miUloii in iron, steel and 
flbjpbulldhig. 

Hie Ciiptiut indax of bimnea^ activity In India ftimiflhtis 
a very satisfaetory etaudard for meHaauring induEtrial 
aetWity in iliJe country. The pity is that it does not begm 
earlkr tlian 1932—33- The recent progress of oiir industrial 
production will be beat indicated by the table below calcu¬ 
lated faun the CupUid index figures.* 


Ind\i»irM Protiuciim {MoniMt/ 1935—^100) 



C'<^M [ 

JtiU 

numu- 

/adum 

i 

in^ia 

p^ff 

1 

cement 

Pape^ 

cw 


9 

6 

6 

S 

& 


7 

1933-33 

01-7 

00 3 

I 83 2 

ea-i) 

07 4 

S5 0 i 


1933-31 

ass 

00 e 

034 

76 2 

73-1 

93 4 

81-2 

1934-3J* 

; t>7.2 


' 08-7 

92 S 

S89 

94-S 

999 

193(5-4^ 

l(M-6 

lai 1 


! 08 2 

1014 

JOl >7 

9Ki'8 

1930-37 

lOiS'S 

1 l:f4-8 

' 99^7 

iQ7*e 

113-6 

103-1 

00 t 

1937-38 

. I1--& 

1 1200 

103-3 

m-c 

130 3=' 

1 107-5 

Hl'0 


In tile five years from 1932^3 to 1937“3S, the produethm 
of cotton piece-goods has advanced by 23 per cent, coa] 
b3'‘ 30 per cmitj steel ingots by 56 per cent, pig iron by 36 
per cent, paper by 25 per oent^ cemont hy 94 per cent* 

^ tH Br^th Imfi£U 103^-34* im, ir ikud. v. 

Mareii 17. 1038, |3. 303, and May 'IC, I&38, p. 717, 

* for S montha. 
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and jute fnanufacturea by 43 per cent. And these requite 
vnere obtained notwitlutcuidiiig the wnTltPa greatest economie 
depresGibn. 

We aliail now attempt a brief description of some: of the 
principal orgatusetl industries in India. 


THE COTTOS HmXT^TSY 

Its growth.—The cotton mill industry la by far tJie most 
iniportsint industry of Indio. The rbe and growth of this 
industry will li© indicated by the table below:— 


y«r 

ef 

CipOOCK) 

1 r«OPI» 

' {1,000) 

1851 

i 

2S 


im 

47 

l.lUO 

a.aai 

0 

im 

ncj 

It 

l$90 

155 

37 

1003 

SIT 


as 

(s?ldMj|r 31 i 

iBtO 

±811 


110 

10^ 

334 

«,7J< 



37^# 

O.fiJi 

sou 


The progTcae and relative fitttge of development of the 
industry will be still moi:o explicit from the figures of 
consumption of piec&^oodB in India given below:—* 


y«ir 

iVfl invjHVte— » 

JVfi< uwiiffl^ 
rwtEl 

iladtiom— I 
(crom^) 

j^atrir 

toiat 

m'aiMUfcr 

IDOB-O 

±au 

61 

TOS 

108 

lfilS-17 


113 

104 

51* 


09 

U4 

60 

±00 


ItJO 

±S9 

14(J 

SS3 

I931i-31S 

u? 

SrO 

leo 

613 


Roughly speakings the relative poBition of the liand-toom 
U abm^ the same, but thn comparative position of faieign 
imports and Indian mid produorion haa been completrfy 

!>/ CJW Trade p. ^ 
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reT? 3 T 6 &d, In imports oonstituted 59 |>eT cent and 

TTiiH production 15 pir oimt of consamptionj imports 

form only about IG per cent and mill pcoduction 57 per cent* 

During tho earlier period of its hiatoiy. the spinning 
eectjou of tbn Industry was more iinparta.iit than the 
and more than half of the yancta produced used 
to he exportoiL In the pr?eseiit century^ however, forces 
have be€ai ravoTsed; the escport trade in yama has been 
practically loet, due mainly to Japanese competition in 
the Eastp the expansion of the Chinese industry, and also 
partly due to inerea&erl dDmcfTtio demand. In 1596 tln^ 
ttumbor of spindles per loom was 106^ in 1935 tt was only 
49^ Another recent tendency haa been the incieaeing 
spinning of yams of finer counts» and growing importation 
of foreign cotton for the purpose- Our milk have widened 
the range of ihair products, and tJio onproved designs and 
styles w'hifih they haiFo inliTMiuocid are sailing at competitive 
rates. Dyed and printed voiles, poplins, wlutc mnlk, 
tussores, coloured Italuui ololha and poon^^p formerly 
mainly imported, are being ^iccessfldly pr^tiecd in the 
eountr 3 % and at this rate of progre4$9 the day is not far 
distant when Indian milk may bo expected to meet domestic 
rscpiiroments both quantitatively and qualitatively. 

The dedlne of imports from the ITnited Kingdom and the 
ascendaiicF of Japanese goods*”The nioet outstanding event 
of the century, concemiiig the induatry, haa been the de¬ 
cline of imports of piece-goodB fiom the ITnited Kingdami 
and the rise and phenomenal expansion of imports from 
Japan m k jdiown by the table below 

Imports fram the Utiited Kingdom and Japan, aw4 
;pro(iKctfoj| in India^ of CGftt&n piece-goods {exdnding fents )* 

I OampiliHi frain l^ie lit p. IZT of tLs JTccieiF rf Uk of Xmlia, 

1035 - 38 , 
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(/k miUim yurdi) 




Jajmn 

i Mill prcdMi&n 

1 in IfvtiA 


^,*1* 

__ 


1010-11 


— 

i.OU: 

lOlt-lS 


t 

i,m 

iei3-u 

2,1)07 

n 

l,22l> 

1014-15 

£,354 

IQ 

t,in« 

ICli^lT 

1,748 

100 

I,ji76 

ma-19 

8S1 

£38 

1.4^1 



3£3 

4,3.17 

19Se-30 

l,£30 


^410 

J931-S1 

370 

510 


1032-35 

dSQ 

579 

3,170 

1933-34 

41S 

341 

^,045 


552 

374 

3,3137 

IMfl-Se 

440 

490 1 

3.371 


Betwcfcn 1913-14 and 11135-36 tho pereentfl^ share of 
Japan m the total quantities of piooc-goods iiuported haa 
increased from 0^3 per cent to 52*4 per cent, and than of 
the United Kingdom haa fallen from 97^1 per cant to 4^i'4 
per cent. 

Tlie almve table also makes it clear tliat^ in leeent ye^rs^ 
fortlier inroad of Japaueae pieoe-goodfi bss been lufld in 
eheck. This resnlt was^ honnever, rendere<] possible only 
by the adoption of mthcr violent meastire^ in the form of 
tariffs combined ivith bilateral trade agieemeuta* In 
devising the scale of duty, it may be noted, a certain degree 
of profonenoo has always been aho%vn towards the United 
Kingdom. 


The Mill industiy uerstis the hiiim cotton grower.—Tlic 
making of cotton tariff in India is a delicate task of 
extreme complexity. India b the most important market 
fbr pieoe-gcods from both Ja£jan and the United Kingdom^ 
and Japan is the biggest single market for Indian raw cotton. 
l^Iore than half of ow esports of raw cotton^ being nearly 
equal to Ibc total consimiprion of indigenouB cotton by 
rndian millsj go^ to Japan Ddona. In protecting the Indian 
min induHtry wie can hardly afford to ignore Japan and 
UMTcby the interesto of mtihous of poor Indian cultivators. 
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At the aarae tiitiCj tliero esm be little doubt that Japivn will 
before long develop China as a oottoit-growiisg conntry. 
The ManL^hukuo Gowrnment. over whicb her inUnance ig 
pammcrunt, liaa already inAugnrated a setieme for bringing 
750,000 aeres of land tmder cotton cultivatLOn Tsithin the 
next twenty yc4TB- In the end ihe Japanese doine^d for otir 
raw cotioii is Ixnind to ccrntract^ and if by tliat time furtlter 
expansion of the Indian mill and hand-loom indxistries fade 
to absorb the aurpfua that cannot find an export outktt 
where la tibe Indian cultivator to find an alternative market ! 
At the sanie time, we are to avoid taking any step which 
may retard the tlcveiopment of the biggest bidustiy of 
Tndift towards its goal of aolf^ulficifincy. It is in this baerk- 
gronnd that we Imw to judge the negotmtianF that aro, 
and that may be^ carried cm with Laneashitu and Japan, 


tm JtrCK MILL INDTraTHY 

Its growtlL—The jute mill industry oom^ next- to ootton in 
importauiMS. The first jute mill m Ihindee wne established bi 
1S3&. In IS55 a be^mng in spinning and weaving was made 
in Calcutta in earnest and a tinJl waa erected with an ontpnt 
of 8 tons a day. The subsequent deyebpmtmt of the 
Calcutta jnte mill indiujtry is mdicated by the table below- 
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im 

i — 

_ ^ 

102 

1877 

i 

um 

3 . 8,12 

181)0 

e< 3 js» 

z.aoo 

?,660 

mio 

IMS! 


31 ,T&S 

less 

22 . 06 $ 

3 <s,c 7 a 

58,130 

10 X 5 

22,603 

a? jot 

60,307 


In arblition, a number of amaU and medium-sized mltb; 
hare te<ently been started, nad a few mono are in conr^ 
of erection. There are also milk in India outbade Calcutta— 
4 in the Madras Fre^idency^ IJ in BihaTt and i in the United 

1 The InveMar't IndiA Vwif-b^k, hy Mooerr^ Ptm«, Siiiiloo^ 

und IS5, 











CKBUSTBLVL DEYEJ.OPIIENT 

Provinces. Tbfi total number of Joomi^ at preeent working 
in Indio wUJ not be less than &6pOU0* It may be Intero^ng 
to uoto that tbe number of looma in Xhmdee is only 8^5tXt. 
Tlie Ifii^eat nnnil?et of looms in any country otitsido India 
ia ED Gtsmiany where iliere arc? lipOOO looms. The tottd 
nimiber of looms in all eonntriea outside India le 4S,955. 

This itidiiBtry is by far the most important maimiacturing 
export induatiy of India. The vahie of jut’C matmfacturee 
exported in the best year of prosperity! was 

Rs. 5U"U orores* beii^ 17 per oent of otur total exports, as 
against 3 i>or cent in cotton maaulaefcures whidi occupy 
tbfi second place amojtgst mamifaetured oxj>ort6. The 
average value of e^jporia in the period 1879-SO to 1883—84 
was only Rs. 1*2 morefi. Nearly two-thirda of thfi jute 
grown b now oonstmicd by the Indian miUs^ 

The |?rohkm ot over-|iixdQCtinm—Due to the economic de- 
presaioUp coupled with internal dissension amongst the mills 
thomeel vee, of late tbe indttetty is passing tiirougl^ a period of 
extremo difficulties. The problem of over-produetiou in this 
itidiifitrv is ns old aa the industry itself and it was to 

meet such a situation tlmt the Indian Jute Belilb AssooiatiDTi 
was brought into being in 1684, This Association has been of 
great vaffieiu Tiegulatipg the output of miUs and making pro- 
Btoible woiknig possible; but witli the mexuase in the uumber 
of mills autside the Asso<datioiithfi condmiou of a aatisfacki^ 
egreemont for the control of production ifi proving difficult. On 
the admission of tlie Associatiem itself and on the h&sk of 54 
houra* working per w^oekr 25 per cent of the machinery in 
the iudufitry is xcdraidmit. The- difiicuit-iea of tbe industry 
oonnet he solved by restriction of output alone unaccom¬ 
panied by rfttionaliaatioQ and iJiffurion of production on 
new lines. 


THE mox AND STEEL IXDUSTBT 

The rise ol a modem utm and steel mduBiiy*—The earliest 
attempt to make iron by European processea made 
about 1S30 in the South Aroot district of Madras- The 
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jiext tittempt THia maclD iii m [875 by tfse B^ngiJ 

liMiti Co+ By abotit tSOO tluj nnnuai prodnctioic 

pig iron was 3n,000 tons entirely fiftmi thi^ company, 

Wrtli tbrr formatiaxi of the Tata Iron and Steel Co., and 
the exploitation of the enotuious quantities of extremely 
rich iron ore deposits in the Singltblium and Monbhum 
rlistricta and tho fcudatorj^ gtalea of Maimrbhflng^ Bonal 
and KjBDiighar^ conunenccd a new" ora in the hlitoiy of the 
Indian indnairy. The fhist pig Iron was made by the Tata 
Co* in 1911, and the first stee! in 1913. ^Che Indi^ Iron 
A Steel Oo. atarted manufooturing pig iron tmnmfe 1922, 
A± the present rate of working—nearly million toms jrer 
year—the iron ors deposits are estimated to htsfe 1.000 
years, Tliere ar© likewise abundant reaerres of cmiiiy 
workable lime stones» manganese and fiiixes and other 
refmotoiy materiaU of excellent eompc^Uion. 

The recent development of the indtnrt-r}^ Ima been in nn 
small mca^Qie due to the grant of fiaoal protection in 1924 
and iis contiti nance in iH>me form or other tlkereafier. The 
formation of the Bengal Steel Corporation last yem- moLTka 
an important elep forward in the djcTelopment of the 
Uidustiy. The Mysore Iron Works are already producing 
steetj thougli on a small scale. In addidon there are a 
number of small rc-roIlLng mLiis, roiling from billets w 
Gcmp and confining themselves to a aarrow range of 
products. 

The jatatistical position of liie industry h indicated 
below:— 
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The positicn and efficiency of the industry—The Iiidiaa 
hidustry has attained remarkable earcesa; it produces 
practically oH our requiromoiiia of pig iron, and exports 
about liaJf a miliion tons every year, FurtlieTi emr cost 
of production of iron is claimed to be tho lowest 
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in ilw 'world. The domcetic produatkui of ^teol 1e now 
50 jjer cent greater ilia^i the totaJ import, With the iiioor- 
potation of the Bengal Steel Corporation oiid tho projected 
e.xteuHiona to the Tata factory, the time doe$ net appear to 
be far off when India mU. become «If-sufficient in the supply 
of steel as well. The Chairnian of the Tata Co^ h re|xirted 
to have declared at the annual general meeting of jaliare- 
iioldore for it>30 that hy 10iD the company would reqniro 
no protectiouH 


THE istdustoy 

Rapid expansion o! the mdusdr*—In spite of the large 
home market, and the prepuce of abundant raw iimteiiaLi, 
Portlajul cement was not mantiffictui'eil in India, until 
1M4. but the real begmning of the industiy was made in 
1912. Since llicn the indu^tij- has made phonommal 
progress ia indicated by the tabb below :—^ 
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attempts towards t ^tfnnnTLsfltinTi^ —In 1024 industry 
wa» in par]i>iis conditions and it applied for prntcotion. 
The Tariff Board declined to mcommend protectian on 
the ground that the industry wns Euffermg from intemai 
Com petition due to over-productiom It found that the 
Indian works were already'' capable of producing fiOO.OOO tons 
wliLTCos the annual cunsuniption was only SDO^POO tons, 
iolloxmig tiiia report, the ctement companies formed a pool 
known as thtj Indian Cement MiuiufiiOtumre* Association. 
In the fciBowing year tho Con^to Assoedatiun of India was 

* T^4l &/ the CemaU i 1 ^dm^ey in Indian fnibliiiliiH by ibfl Deeumt 

tu lS3Td 
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formed witli the object of edocndng the jinblic in. the lues of 
cement and pmviduig Eee tecluuctil aid and advice. In ffKio 
was formed the Cement Marketing Co. of India Ltd., to take 
over control of the sales and diatHhution of oemimt- In lOlta 
tJie Asoticiated Cement Compouies Ltd, was formed to mez^e 
10 mimufaetiiruig coinpaaba. The merger is expected to 
control prodttcUou and effect oeanomics in working and 
distribution. 

Becent espansioa and the danger ol over-production.—-The 
oemont Indnstjy is one of the most vigorouB and healthy 
industii^ of India. In a little over two decodoa a new 
indtifltiy has bcconie firmly established, consumption has 
advanced from Ih0.t76 tons to one million tons and at tiw 
same tiuif price has been suhstantialty reduced. Recently 
a number of new faetories have been put up and a few more 
ore in process of eroddon. In 1636^37 the mamiGactitring 
capacity of the aasocinted companies was J,4fi5,000 tons, 
Tito capaeity of the Dalmta group of eompanies (inoluding 
the Biwitaa footoiy] is estimated at oiiotlier 575,000 tons, 
bringing the totol Indian capadt}' to 2,0JO,000 tons, which 
is double the present consumption. Henjiu Iks the daiigcr, 
but as in the past, cheaper prices coupleti with mntiud 
ccHopetation, organked methods of selling imd difitrihutiDu, 
widespread pnipagonda and education, may enable the 
mdusti^' to avoid the impettdiiig cataatruplie. 


THE SirOAB HILL criJtnprEV 

Over-rasdd expansion ol the industry,—Till reoontly, India 
oceupkd the anomaloue position of l>eing the world’a 
second largoaii gituvBc of onne, and at the same time 
ons of the higgeet im{iorteiii, of manufactured sugar. 
Within five ycore of the placing of tlie sugar protoctinii 
Aet> of HI32, this has changed, and India is now not 
only self-sufficient In her requirements of sugar but a 
potential exporter. In J031-33 there had been 3*1 factories 
predneing 158,551 tone of sugar. In lOatKS" Oie number 
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Lacroosod tii L53 witli » p(rodti£tkMt of 1,I£S,900 tonit, 
while import of Bogar fell from ojm DoiUion tons to below 
23,000 tons only. 

Attempted sdntiatis.—Though the industry hoe shown 
remarkable growth, it haa not prospered ns well aa it was 
expected to. Within five years the nightmare of over- 
productioii is staling it in the face, and it is beset with a 
ttimihor of very difBetdt problems on the agritidtural, 
manuiactuiing and markedog sides. Tlie Imperial Couneil 
of Agricultural Ttesearch and other associated bodies are 
doing very valuable work on souaa of the problotus. Tlie 
Govemnieut of the United Prorinces and B ihar have 
recently pEisscd legislatian of a far-reaching character to 
ooutrol and stabilise thn industry. 


TSS COAIi CrDUFEKT 

coal tesauioes and thgir exploitafiiBL—Tito regular 
mimng of coal in did not comnienee unUl 1814.* 

In the absence of any modem industry the demand &r 
ooa! w'as very limi ted at this early period. With the 
opening up of Baniganj with Calcutta by a railway in 
1864 and the advent of the fitetory system the coal industiy 
[un do very rapid progress, ea will be indicated by the 
figtiieg of luoduiition given below:'— 
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The coal resources of India have been viuiously e^thnated 
at between 36 to 84 hlUktn tons os against tS9 iuUlons for 
Great Britam. In 1636 the number of Joint-Stock Coal 
Compotiies at work wiu 217 with a paid-up capital of more 
■ J, C, Brcvni, Jiwlw’* J/tn#™/ tTulM. p. 9. 
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tlmji Rs, 10 timres. In addition tlmm are a nmiiber of 
coal-Stdd^ oivTiwl and marked by tile railways. 

About 72 per cent of the total output of our eoal comee 
from Beiiga], Bihiu^ and Oii^a whore tht iitost valuable 
depodts of coal are found. The Ranjganj and the Jharia 
are the two most jmpartaut wortii^g ooa)-hd<k« 

Thfi problems of the mdastry.—Nearly Ofi per cent of oiu 
production of coal ia consumed in tho country. The rallwavni 
are the largeat cou^jumjers, taking about one-thinl of tlto 
output^ but thoy do not buy from the market ail the coal 
they require as they liavo their ow^i oollieri^* Thi^ rail' 
way coUicriee, often State owuod^ are ofi^hoota of the high 
price of wal prevailing about i^2L The coal trade 
them a meuaeo and injustice to IcgltimoitG private 
enterprise. 

"\Vo do not import any large quantity of coal, neilher 
do we export mndi. At One time our export trade wa^ not 
quite msigmiioant^ but the wagon aharti^e and Gotnemmmit 
control established during the po&t-w*ar boom period gave 
it a death-blow. 

The amiual per ceuBumption of coal in India is 

ridiculously low. Under the auspices of the Indian Soft 
Coke Comimitee constituted in a vlgorouB propigaiula 
has bee4j started for populansuig coal witb enoouriiiEiog 
ncbiilts. 

Mining conditions aria extremely faTOurablo In Indm, the 
seams are thick and dose to the surlace. Till recently both 
above and under ground there was an extreme lack of 
mediaoltal eqxiipmeot* 

Existing mimng methoda are Tcry wasteful. India 
po^eE^ea practioaUy uidiniited re^errea of second-eiasa ooa! 
but her tesenres of good quality coking coal requited for 
the iron and steel industry w ill be exhauatetl well before 
the nesarvee of gt>od quality' non^oking coal Henee^ to 
avoid a pofeeible gliortoge of metaJlm^cal coal, rnd?.^ Vill 
have to loam to utilise to Iha l?cst advantage poorer'dasa 
coals and also, as jkr as practicable, adopt mcumire$ for the 
better conservation of coking coal 
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ThA pomdao oi lodja to di£ factors ol in^^lE^ n^ 
development.—‘I!be jibtnulaiw* of mw materials, the J^gh 
oonEoniiiig lunrketo and the chespnosa of lahonr,” says 
Dr. L. Nomenyi.^ “pte-destine Indio to become a highly 
iuduetriolised eonmtiy in the course of tinm.'' But, up Ui 
the outbreak of tho last great war, the pace of indiistml 
devolopment iu India luul been very alow. The Indtiatriol 
Ckimiuksion mentioned vurious jaetois as being responsible 
for thU retarded dovebpmeai. Tiie natural catiecryntEve- 
ness of the p(«>ple, the inefEcicnoy of labour, the absenfie of 
induKtiiol and technical education, the lack of bnsmeos 
enterprise, the shyness of capit&J for new nndertakiugs, nnd 
^ want of proper organisation for utilising such capital os 
is aToUable are not cleiicbncics inherent in the Tnrl;n.n 
oluuHcter, and will yield to better oiganisation, training 
and opportmuiy. In tlie words of die Indian Fiacal Com- 
iuissiun, education can be improved, banking Ihrdilltks 
bo oxtended, technical assistance can be ofiered toindiurtrijea.'* 
In the post the average Indian oettainly showed a tack of 
interest in industrial devolopment and toft it to be flono 
by the EuropeariB or the Parseefe, but due to Swadeshi and 
other reasona a change has come over the spirit of the people, 

Wlifttovcr detractors and interested critics might say, 
it is generally admitted that India dues not tack in the 
other &ctora of mdiistrial deveiopinoni, India Ib an agricul¬ 
tural country and must always tomain so: it is natural 
that Iicr leading industries are tlmse engaged in working 
up agriouiturat products. Of the vegetable produrta tised 
in manufacture, cotton, linen or Jnte, oil seeds, augsreano 
and rubber aio the most importani all over the world. 

Abundance and variety ot raw 

JiuiiBntb! z 

Agrictilmial raw materiflls.—India is the second lai^egt pro¬ 
ducer of cotton in the world, Nearly 50 per cent of the 
pioductiou is consumed locally j the rest is exported mainly 
to Japan, ti'bcre, after beitig mixed up with 
or Egyptian cotton, it baa huiJt up an industry which now 
threatens the most advanced European manufocturera. 

* Adxinsv tp nhe Cakiitia Clubp Uuy B.i, 
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Indiau cotton ifi short and coarse and will not sjjm yarn 
fliier than 30 coraite. In order to meet fiorelen ijampetition, 
Indian mills find it ntjoesaaty to import a certain niuoinui; 
of cotton mainly from Uganda and Egypt, in 1H34^35, 
this import atnotinied to 4’6 lakhs ©f balos< being about 
a dstli of the total oonaumption of aU cottons by uiills. 
The internal production of long staple (over one in eh} 
cotton was flljOflO balee in 1034-3& and 85,000 bales in 
1035-30.* The importation of foreign cotton is to lie 
deplored as India is one of the ortginiU homes of cotton 
fiTwl used to grow in earlier days cottons so fine ns to 
produce the ‘'Muslm,” India anlfera from no inlmrent 
defect of ths Eoil or climate, but the oultivator has to be 
educated out of his indifiTerence and conservativemess, The 
Sukher Barrage irrigation project opens up vast possibilities 
and the day may not be far ofi when India fiiiall become 
inikpemieiit of foreign supplies of long’Stapled cotton. 

Jute is the fomidation isf the flacund most important 
Industry of India, and in its priMluction ludm hulds li*e 
world's monopoly, Thougit attempta have been made to 
grow it elsewhere, they have not so far betm attempted 
with any measure of commercial success. About trUO' 
thirds of the crop ure manufactured within India and the 
rest is exported. 

The sugar industry—an infant of five years oidy^Ties 
with the jute industry for th© second, posiliou in India’s 
uidustrial ranking list. The deficioucies of Indian sugar- 
catie and its cultivation are not iidiorent as is shown by ttie 
achkvemente of the Belapur and the ^lysoie f^ugar 
Companies, 

Oar resources in forests are varied and vast in extent and 
value, They yield materials for various imlustrial purposes 
such as the maQU&icture of paper pulp, matches, tea chests, 
tool tiandlcs, etc. They also provide valuable tanning 
materials, certairi kinds of essential oils, gums, waxes and 
resins. At the same time, it ought to be aioutioned that a 
full exploitation of our forest wealth dependfl upon the 
development of transport faeiJitiea, extension of ruaearoh 
‘ ef Om Troth »/ Indio. 1030^34, [iii, ITJ> utd 
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anrl urorks and the creation of a doiiuuid by 

systematic publicity nnd organisation. 

In we exported 43,900 tons of raw hides and 

skins, though vegetable tanning materials of good quality 
am found in meet parts of India. Befoin the war about 
double the quimtit 3 ' used to be exported. Here agtiin, the 
problem is one of capital, enterprise and organisation. 

In oil seeds, India holda the unique position of being 
the tnigest producer in the world. The total area under 
oil seeds geneiaJly averages round 14 million acres. Almost 
every variety of oil seede is cultivated and a very large 
proportion of the crop is exported; much of the baknee is 
crushed by small power plants or in country bnUtick milip, 
In 1&30, including native states, tbeio were in India 269 
oil factodes employing 14.269 persons. In the 

value of vegetable nan'Ossential oils eix*<*rtcd amounted to 
Ha. 36 bUdis, and the valtie of oil seeds exjiotied Hs. lOj 
croiva. In addition to domestio consumption, these oils 
constitute the basis of snaps ntid paints. 

in India exported raw rubber valued at Rs. 

66 lakbs and imported rubber goods worth Rs. 2 crores. 

Umends.—^The imneral deposits of India are abundant and 
sufficient to maintain most of the “key " industries. The iron 
ore dcfiosits of Orisaa constitute one of the richest in qtuilJty 
ond quantity and exist in close proximity to good coking 
Qoid. Rich deposits of lead and zinc occur iu the Blion States 
of Burma. CopjKr is bemg successfully smelted in the 
Suigbbom district and Burma. 

The manganese ore deposits of India are probably the 
most extensive in tlie world. It is at present exported In 
the raw state in very large quantities. High grade chromium 
and bauxite depodts have been found and arc being worked, 
South Burma is one of the richest sources of wol&aru in 
the world. Ttu la also found there and in oilier parts of 
Burma. In mioa India bolds the leading pboe in the world. 
The ingredients for the mami&cture of good quolity cement 
occur at uumy places. There ore exteuaive deposits of 
medium quality coal and oil, though concentrated in 
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limited vhidi higli of tmuspoFiatioti^ 

Thb drawback ia po^^er rea*ourcefi b likely io lie mitigated 
in certain by the development of hydro-electricity, 

The foregoing analysb sho’w^ that indm b favonnibly 
placed in the supply of raw rnateml^ and mineral re^ooroes* 
Shortcomiiigs there are, but In most cases these ara neither 
mlicrent nor itteuperabk. Great improvenieiits have already 
been made in ^voral dircetiona by the application of ilie 
rnelhodfi of Urn West and atllJ greater progresa promises to 
be achieved if systematie and intensive attempts are made- 
In the c^se of our miiMFal re^urces^ there am no reasoms 
to think that the position of any octtntiy b superior to 
cnirs- Further geological surveys and exteusion of cheap 
methods of transport are likely to prove helpful 

Mere presence of mw mateiialB is not, however, a sufli- 
dent jmlifeation for tlie estabiisiiment of manufacturing 
mdusihes in a country, Sweden ^nda lier iron ore to 
Germany: United States of America sends her cotton to 
LoiTiCAfihire. But Inrlia hna advantages in the form of im 
immejise j>oteniia] interna] market and an milimitetl iJupply 
of cheap Ubour^ A ftdl dbcimaion of the [abosr position 
\iill take us too far afield. Suffice it to that, given 
proper sujierviaian and suitable plant, just m accurate Avork 
can be produced bi Ludla ivitb Indian labour in Europe. 
The espetienoesi of Uie Tata Iroo & Steel Co., Bataa, DunlopSj 
Braitbi^^tes and others lend strong anpport to this view. 
Moreover, in eoniparing we mufrt not forget that 

Indian lal>our Ims to contend agaiast* a trying climate, less 
efficiciit management, hackwaid factory equipment and a low 
standard of living. It b abo necessary to remember that in 
India machinery b dearer and bbour ie cheap, whileia Europe 
it b tibe reverse; henw the machine must be used ti> Ue ntmotst 
capacity even though a larger Jabour force has to be einploycd. 
It must, however, 1 >g admiited that India lacks the readv 
supply of skilled labour and scientific and teohnioa] expert 
who C4VU aerro lus manjigers, foramen and eutrepreneure, 

DgHdendes in capita] and auterpTbe-— In pomt of capita! 
the probioni b not so much one of amonnl ae of its shjTiees 
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for ImliistTial In sjute of Farioup oilicM 

raportii, nothing fienuus s&bidh Xq have been don^ to prqdtico 

a dningc for the better. 

It b, ho^Bver, hi indtistrud leader^Jilp thskt Indm m most 
deficient. In Europe factories irote estabibhed by two 
groiips; the mailer cmftgmen and the incroitfliits. In India, 
the nmster-oniitamen had not the capital nor the education 
or the ambition to embark upon faigc-scaic factory industry. 
The oierchants hod tio experienoB in iLandling hihour^ and 
they never t-o take any respoimbility for the technical 
side of produetioiK Moreover* the rlcvelopmenl of trade 
and domzmuiicationa g^ve tJiem ample opiianmuti^a of 
engaging their money- No wonder, tlierofore, that the early 
enterprises were initiated hy the Europeans and u himdRU: 
of Farsees* Lat^r on^ others also have entered the field, 
but fitill the po^Lition is far from what st should be- 

TffBTingiug Agency system in relation to finantie and 
manageiujenk—Any disoua^on of industrial leadjcisliip and 
finance would I>e iticompleto without a reference to the 
Managing Agency system fio preraJtml in India. The great 
merit oF thb mueh-mnligned system ie that it has been the 
natumt product of die special conditions of the ceimtry 
and TiTOs never made to order- Of all ^ingln factora, the con* 
teibution of the Mauagmg Agents towards the mdustrial 
development of the country has been very considerable 
indeed* This system in India has done W'iiat the ooniluental 
system of banking did for their industrial developments. 
They combine command over capital with enterprise, 
bm^iness ability and experience- In India tho role of the 
cntreptEDeuT has been played by tkese Managing Agenta, 
The idea of a venture very often Driginates from them, tiiey 
investigate and explore, they nourish the growth of new 
enterprieea and takn the nBsponeibility of finding the fixed 
and working iiapitel in good and bad tinier- The system 
has cojitrihnted greatly to induce the flow of capital uito 
industry. In fact, capital movcfl mere freely into a ooth'^ 
pany floated and operated by a reputed inn of ‘Manoging 
^Vgonts; and ii is difficult to concoivo of a more s-T^tisfactory 
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form of mdii^tri&T ^ins.n<^. in the existing orgCLili&a-^ 

fcion atid Imlilta of lie peoplen Tlte eystem is a great econo¬ 
miser of oYorliead chaiges Ai\d ahouJd make paagiblm eon* 
dderable eeoitomiea in the purcliAse of atorea, sale of fLukhcd 
goods^ tmunteiimiee of a highly techuicul staflP, etc. It h 
also the most economical way by ^hich soottoicd miUs^ 
mines, gardens, and Ttiisocllniieotifl njofoLE^il mdnstries 
tain be linked up to the centreH of Indbn ooninicrec* lUtfl 
Calcutta, Bombay, and tl^orough them to tlio ehminela of 
world trade. Thia^ however, cannot l>e ckimed of many 
fimiR of Indian Managing Agents. European firmn in spite 
of age, main tain their eXastidt j and rcepfliisivmesa; but 
Indian firms generally oonfine their bu^LnesiS to the family 
line and m tke absence u( uifuaien of new bJootl, stuhility 
and eflieiency are bound to dugeneraie^ iladgcd by foreign 
fltandardSt the system may appear old-fadbionedp but wi? 
must not overlook that in India business comm on-sense is 
imdevoloped^ the banking habit is a lusury of tte few and 
llie financial jneohnnism has been fastiioned on EogliBh 
methods and tnulition. The Managing Agency system 
Dr pecuhar Indian method bo cope wfth a pecuUiir Indian 
oittmtion and that h its beat reeomitiendation. We must 
try to devise new and better methoda» but until a practicable 
alteniative has been evolved, our problem ia one uf menfling 
fwul not ending; ajid it is this which the Indinn Cempaiiies 
(Amendment) Act, 1^36. 1ms attempted. 


n. The Stato is ItELATioN to isnv^TEr 

The poUcy ol laissez-faire and its reaction upon public opiniozL— 
In spile of the abundanecc of raw matciriala, the uumense 
inteinal and other fairly Bntisfactorj^ eonditinns, 

our industrial acMevementa in the iiIneteciitiL ceiitiirv liiul 
not been oonsideraUe j it is only during tlie present century, 
particularly after the laflt war, tlmi unj temATkaWe progress 
has been tiuirle. Among other factot^^ one most important 
influence oontributing to lids result has been the pn^greesive 
policy of the state in relation to industrifis. About the 
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cloise of the eighteentJi tJie nuJustriiJ revolution 

was compktc in England, and ahe liad becom® the industrial 
leader of the world. She required markets for her mann- 
faotures^ md quito nai^m'AUy Ae adoiJted the polity of 
taissej^-Jaire. After t he assnimp Lion of directi rule by the Cto^™ 
in 1858, the ssime policy was cionsidered gocMi for Iridia even 
thoiigU oonditioiL^ in this ooimtry were vastly different. 

The cofiitequeitees of this jiolicy may well be gauged from 
the findings of the Famine Cominisaion of The 

Couumssion UoUevod tluit a mam aause of the disastnoiisi 
eonsequencea of Indium famines wem the fact that^ the great 
mass of the people directly doijendjed upon agrionlture, and 
that there WHS no other Industry from wlnohany eonsiderablo 
part of tho population dnrivod their support; and they 
pleaded for a dlversit}^ of oeenpatione^ througb w'Moh the 
surplus population might be drawn to mauuihctnree^ But 
no aetiun was taken by the Uovemnicnt. MeanwMcT 
indhin Natianal Congress had come into oxbtenoe, and in 
1387 it passed a resolution urgh^ npo^ th& Government 
tlie dewahilLty of encoumgmg indigenous iudustries and 
pmviding tealmical education. Since 1905 an Indian 
Industrial Conferenoe has met from year to year providing 
a forum for the expression of tlis growing spirit of ecuuDmic 
nationaitsin whkli ouluiinated in the Swadeshi movement 
of rJ07-08. In 1SS7, mahily through private efforts, thn 
\"ic!:om Jubilee Teslmical Institute was started in Bombay, 
and in 1!I04 an association was established In C^Ucutta for 
the advancement of menrific and indiistrial education of 
Indians. 

The contribution of the State during this (Joriod was, in 
the words of the Industrial Cotamifi^doti (Export, iMira. 
l05), “a very inijwrfect ptovision of teohiiical and industrial 
oduo^ttion, and tlie ooUection aiid dissamination of com- 
meroukl atid induictrml information/^ wMch pmcticaily 
amounted to the establishment of a Commercial Museum 
at Cakutta, an inquiry by tlie "^reporter on ecunomio 
products into the inditstrial resources of Indhi, the fomiflmg 
of the Indian Ari Jonrnut and a series of provincial moiin- 
gtnphfc^ on Indian industries. It h intere^tiiig to notice that 
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none of the^ concerned tlio org^uiiaed Industries, their 
positiant proopecta and po^bxliiie^. 8o, the ooiiciuEion is 
meviLubb that up to thi: end of the nineteentli cantniy 
the Goreouuont ua a whole did not take any jwirt in fcho 
modem induetriftl developmeni of the country, and that if 
nny prygree?^ was jnade it was in spite of the indifferenoe 
of the GovemmeTit. 

Shght modi&catioti ol Gcyemiuent policy tonaids the end of 
the nineteenth and the early twentieth wntaies,—Tow*nrds 
the cud of the century, ho^TSTiiri a few LuiUvidttal oifioeiii 
adopted a more forwnir^l iN>Ucy. Li Madras, Mr. A. 
Chattertoii successfully deve1ope<1 the nlumimum hoUovv- 
ware ituinfltryi improved the liAiuldcHom, and inmidui&ed 
dirome tanning of loather. In 1*105, Ijord Ciii7.oil set up a 
separate CornnsLercc and Industry Department of tho 
Goveminent of India* Several Provincial Qovemments aiso 
now began to ovinee a rcfil intercut in iodustriAl develop- 
meiit. Jii tho United Provinoes, after the Naimtal Confot- 
eiioe of ilK>7, a coTiipreheimive statue far tecliitiaal education 
ami mieouragemont of indnsbrtBa was adopted. Loaua wers? 
givtUi an experimental i^ugar factory was lict up and a 
pioneer oil null was atartedt hut with little tcdmioal etmeess 
and cynsidciabte fimnchd loss. In die other Provdno®} abo 
ft keen interost was being taken in the revival and pre^r^-a- 
doti of cottage industries and the spread of techdeal and 
industrial edne-atioo* WitJi the objeet of promoting 
dovelgpjaent of now indtistriea n-nfl the improvement of 
existing on^, the system of State Toohnical Scholarshipsj. 
tenable abroad, wne adopts hi 1W13- 

The forward policy of mme of the Prm-uieial Govern- 
mentfl received an imexpeetet! check hi IDIO, whifn l^ord 
Moriey, the then Secretary of St'S to for Indiaf refused to 
Aajiction the ereatioo of n separate Department of Industries 
tu on the ground that State pioneering of induEtries, 

creatioa of domomifcnstion plants ^ direct dnaucial i^saisto^tce 
imd other forms of dbcet aid no funoUmi of the State, 
And that they would interfere with private enterpEbe. Lord 
Morloy^a dfisp&tch naturally had a {iaralv^ing iuftueiicc 
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upon the Pjroviufii&! Govcxnuieiit'S and the Govcrouietit of 
India, anil tiiuch of what hud been done Iml to be undooD. 
The deapateb of Lord Grewe in did not nsateiialJy 

Alter the poaitioo. though it allowed the creation of Pro¬ 
vincial Doparimenta of Indiistdi^. 

How the last war sthntdated Indian Tld^ wea 

the pofiition when Indm entered the wav. The u'ar at 
onoc demomtratod how daugeroualy Inilm wm dependant 
upon foreign countries for essential supplier; certain 
foruKir imports were entirely cut off while otliers wot 
reduced in volume^ huge urgent purchases liad to be 
made by the Govomment of India on ivftr aeeountp and 
wimtevcr indtiAirka india had now entered apon a periocl 
of unprecedetded prosperity* It was neoeBaary to expand 
existing hidufltrieB and to start mw oneAi bul how eoidd it 
be done if Importation of maeliineTyT teehniraJ skill imd 
supervision, ator^ and other nicite.iials w^as not possible? 
It was under this stress that the ilumtians BoJini waA 
established, and the Indiii?trial Commission appointed in 
Iftlt^. Factories were atartod under the direct manage¬ 
ment of the State and many more were encouraged to come 
into exbsteuce with Stato help and patronage iu various 
forma. Unfortunately inan}^ of these war bahies succumbed 
on the return of normiU conditiouH after the war. 

Thfl indncdriad Commisrioii-—Tlifi Indiistiiiil Conuubsiou hi 
thfiir report in made fox-reaching rtcoirtntfindatkma 

for the active participation by the State in the toduatiiil 
development of the country and for Aetting up the neecjssoiy 
admiiiis tiativc maobinBry- The mmii activitios of tho State 
wore to hioludo (1) fesearch, (2) industrial and technical 
education, ootmnercial jyid biduAtrial intelligence* (4) 
direct AAdistanoc^ technical and dnandal, and -(5) purchaeo 
of stores. In oomplhuice with their reconmmidation& 
separate Provintsial Departments of Industries with ati 
Imperial Departmeut for purposes of eaH^rdinatidns were 
eet tip* On the whole, these departments have not fiilhlled 
expectotkina; a niim hpr of industries? were pioneered^ and 


r 


i ? ' 


1 



Si ECONOMIC PBOBLEM3 OF MODERN INDIA 


ToaJtiS lind grants given, but the ficliievementa wem not 
encouraging. Better results were, however, obtained in the 
sphere of oottcige imti a mall -won] e industrins. 


The policy ol DiH^rimiiiafine Protection.—For more than 
a genet^lion the Indian pubUi^ had Ijieen carrying on a 
perdBtent agitation in favour of a iwlioy of proteolioit .ia 
a means of mda^trml development, but the (^oTOnmient 
dictated and contioUed aa it wa* by tbo BiiUsh 
Cabinet, had conabtently refused the demand^ and pot^ned 
a iKilioy of free? trade. Along with other foctoia, tlm 
last war brought a change in this attitude; it wais tiow 
realised that an industrial India would contribute to 
Impe!jml Btrengtli. The John Select Committee of Parlin- 
riient on liic Government of imJia Bill laid do^vu a oonveu- 
tioii wliicli marka the bcgmuhig of a new era. Tliin ultimately 
led to the appfiuitjttent of iho Indian Fiscal Commisaion^ 
which foimd that the oonditiona of Industrial devolopniefit 
could not Iw auamed T^ithont stimtdua in the form of 
protective duties. The main recommendation of the Cum- 
mission, that the adoption of a polioy of diserimmjiling 
protection won hi be in the best intor^ts of Lodisj vvas 
ac^iepted by tbo Government in 1923^ and forms the hosis 


of atir present fbeal policy. 

NciJt to tariff [policy peariiaps the meet faT-reachhig 
meosiin^ oiloptod for the forthetatioe of Indhui industries 
was the rntrodnetion in 1931 of the Biipee Tender Itules. 
In the proatnblo of the Kulcs it was onuoimeed that Lho 
Government poUey was to make pui'chaa^;? of stores in small 
a way as to stimukto the development of Indian india^tiriefi 
to the utmost extent jKissiblo conaiutout with economy tind 
efficiency, * 

S3tftr.rt|^ ol benr tlj#. IniLbill IX;|Hj±n:ifjrLt iiuiv^AdaTB 

L vl IndtAii uitny b« titod tbo ot 

^ Bulb ludmUfy In C^^iul But for tbit J™ 

itLT i«stbn|^ prqviitMl nL tbp Oo^^nmuint Ti>*t Momfi, bolDful 
jmtUi by t|» TcHt Hoii^ E^n^. \i woiU<i .liflS^uil 

for tbo iradiietry lo gwt yvw lU mUbil *^4 UiiTpruitiBg. TilP Slo™ 

WqwtmniU ^ve a tibi) ohI&t f^r 10*EM>0 binlln—tl»a .loatimiifij? aJI 

MdOT ira* mxixuiMl HQ jatUfwitonJy th*t tlw DvpiirtiBent 
hdA jii*w ftuilwr]^ iliQ of ^ ^ iudilikry eoa 

■upply, CajMl^, January 10. W4^ p. 5^, ^ 
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Goveimnent mterest in cott^e and small indostrifis.— 
The progT^ivc |N>lioy wf the Govenmient h manifest 
in other i^ho. Dormg the period of depression the 

Centra] a« well m Lhe l^ovincial Govemrnwita ha^e heen 
tnking keen intenest in tlie royival of wttage and small 
industries w*th a view to tackUng pitjhlem of imemploy- 
fnml futd atotidard of livings Oo the recomntendfltion of 
the Tariff Board in 103:^, the Go vcmnicTit of India deputed 
to spend a tmbst.antml sum over a period of five yeora m 
reviving the hand-loom indiiatry- The Proving;]*! Govem- 
mcnts also have not been lagging boliitid: most of them have 
added to the grants from the oentre in promoting schemes for 
improvements in marketing, providing technical guidanw^ 
the supply ofmat^-rinh sit cheap ralcsp etc. The ^^niEiJl zmm in 
ilie silk and otlier indnsti'ks aho ha^ not failed to get a ocrtahi 
amoUEit of attention* The Governments of the United Prov¬ 
inces aiKl Bengal liave gone so far as to establish InduBt<rlal 
CorfiomtioTia under Government patronage and control mth 
a view to lending money for small-scale indiiBiml enterprise, 


tNOtr^TillJES irKT>£H FBOVTKCiaL AtFTO^OMV 

The now^bam zeal ot the Fttwindal Goveituaents to promote 
indoslri^—^Tho newlj'’ established autonomous Provincial 
Governments am e^tnnnely anxious to promote hy all means 
in tiieir power the development of industries within their 
reapeetivo Provinces. The Congress election rmmifesto which 
is tile basis of the programme, not only in the Provinces where 
the Congress is in power, but to a varying degree in tlie other 
Pruvinceg too. contains the foDowitig as to mdtiatiial policy:— 

(«1 Eneoumgement of Kiiadl and village mdustries, 

{b) Protection of Urg^r industih^s, subject to righta of 
produced of mw materiab^ workers * and safeguarding 
of village rndm^triec- 

Tlie promptness of the Governments of Bihar and the 
Uolted Provinces in pjiAsing legislation for the better 
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contrcii of faDlories, tlii^ appiJuttiic&t <jf a oommitte« 
for invoatjgating intio the poesihiUty of manuCiotnriiig po\n;r 
aleoUul firom mobssej oveu liefore the publicAtiori of the 
report of the sugar Tariff Boanl, are only two outstanding 
inatanvee of the new -born real oftiie Provincial Govermnonts, 

The fTOTcmnicnt of Bihar pioposea to inangnrato shortly 
ft grid electrification scheme for the expansion of tiibo-’^-elJ 
imgation on a wide scale and the promotion of mflustries- 
Tlie ides is to generate eJcctricity w'ith coal diattHod for the 
purpjjEe. The esthauited coat per K.W. of instoUed oapfloity 
of ilie BitiAr scheme is expected to bo lower titan the cost of 
even the hydro-ohsctiii: admuifis of other Provinces. 

The Govermnont of .Madras is trying to give ft sj^eclal 
impetus to lumJ-Ioom prodiictlcm by licensing the sale of 
mill cloth and mtroduemg Khaddor for x>olioe and otiier 
unifomtH. TIjo Bombuy Oovemment in additicDn to lumd*. 
apimting and hand-weaving liavo approved several sebemes 
for the promotion td jjiduBiries- It has alho establiobed an 
Industrial AdvLsoiy Board to examine all netv ftohciofia 
wid proposals relating to indu^trinJ development in the 
^vince. The Orisaa GoTcmmeiit ahjo is preparing tin 
intensive Bcheme for the revival of cottage industries. Other 
Provincial Govemmente are not Ic^tug far behind. 

AttemptB lot^ all-lhdia planning.—A remarkable example 
of the new spirit is provided in the drive by Mr.V. V. Giri, 
the llfttlras Minister, to make India an industrially oclf- 
sullbient country. Ho has been making efforte to convene a 
conforerioe of Ministers of Industriafi (as reported in the SUfita- 
mau of June « and fl, 193S) j&nin hU the Congress PrevinceSj 
and frem as many other noii-CongresaPiovintses aa possible, 
loget Jier with experts corniccted with basic industries, with 
ft view to fonnulaiing a pUnned Eohoine for induatrial ex¬ 
pansion on an all-India basis. 

One of the induHtres to be so examined will be the 
automobile industry. The posaibilities of manufocture of 
Jocomoiives for railways are abo under conaideretion. TIjo 
tot scheme is likely to reach fruition soon, following talks 
between AEr. Giri and Sir M. A^isweswamiya at Bangalore. 
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The propotai is to maka A start tritli etandttrd eats. Foreign 
teoh^cians aill be engaged initially with the object of 
training Ltdiana for mere reaponaiblu poafei eo as to linally 
niake the concern IniUon-owned and Indinn-managetL 
Another illustration of the same spirit is provided by 
Dr* Syed Mahmud, Minister, Education and Dcvclopntent 
Doparttnient, Sihar, who has inyited the Industries Ministers 
of Provincial Governments to a conference to consider the 
question of development of key induEtrieE in India, For 
the proper development of tlieae industries he coiisidera 
the foUowing measurea casouldal: a liit of importaut key 
industries deserving State recognition and em.-ouragenient 
should bo drawn up; the iiiduBtrics sliould be fostered in 
areas which are eooRomic&lly most suitabteiindiscruiimate 
expansion should be (xmtrollod to keep pace with demand; 
and currency, tariff and r^way froightB bemg vital foctora, 
thffio ehouM be adjosted to aid the progress of these 
industries. All Provinces and States sliould, therefore, 
prcEonb a imitetl demand to tUc Central Government for 
help. Ones it ia decided to “earmark “ a partioahur Uidustiy 
for a selected Provinoc or Provinces, all other provincea 
should combine to help in the disposal of produota and to 
secure other fecilities (Skiforfrtffl'ft, June 20, lOflS, Dale Edn,}, 
The meeting of the Congress Working Committee, held in 
July 1938, adopted a resolution authorising the Oongnsas 
Prerident to convene, at an early date, a ConferEiico of 
Pioviuciai Ministers of Indtistrina. In puieuanco of this 
resolution, the Miniuteis met in Dellii, coriy in October, 
under the Chairmanship of the Congiesa Presiident. They 
agreed that the time had come when definite dectsiuns bmi 
to be taken with rcgaid to the etarting of major, medioiu 
and cottage industries with a regular programme. A 
Planning Committee was accordingly appointed and is 
expected to toko about eight to ten mouths to submit its 
report. After this an All-India National Flmming Com- 
mission will be appointed, which will Lncludc not only the 
experts who form fciie present PlBoining Committee but also 
representatives of the Piovincas ftnd States wtlling to co* 
ofwmte. 
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Tho projefit to mjiko a prelimiimry industdiat survey bt 
botli a neceasary and a wise appjKjaeh to tlie fiiturs 
ning of Indians induatrial doTclopnieiit. If. wiU eusim; tlie 
progress of ludnstriiU cxpauisioiis, and help to 
eliminate the mtiecoiiomif! competitUm to tvliioli many 
enterpriiies am stilt now eaeposed. The Planning Cdmuuttee 
expecta to liatne the co-opemtion of all the ProTince* and 
some of the more important States. The Non-Cemgress 
Ptovinces also can by no means Iw said to be unmindful 
of the importajice of dovcloptng their own industries, To 
the StntiB it is an op|>ortitnity to develop their imtnppn^ 
retmurces for their own good and to find a place in the 
liidtxstria] structure of India. Dnless the Previnceo and 
Btatee co-ordmate their efforts, sucoet^ eannot be complete, 
^vintdal jealousy, w liich haa been already rearing its head 
in so many directions ahoultl find no place in the evolution 
and working of the indnatrial plan. 

The w^isdom of the Provincial GovemmentB themselves 
setting up an All’lndin Planning Commiesion may be 
doubted; but it cannot be Lelpecl so long as the Central 
Government is not democratised. It is felt that a scheme 
of industrial development supported by the Congress and 
Non-Congress Ptovincea and some of the States cannot foil 
to have a tremendous ioflueuce «p«i tJie Govumraent of India, 

Ai pomt«d out by the conference of Ministem, the ulti- 
Jimte object of industrial devclopincnt is ro solve tho proiitm 
of “poverty and nnemployraent, of nstiuiml defence and of 
economic regeneration in general. “ Hence cottage industries 
as well as middle-siiKid and large-scale industries must oil 
lind n place in eucli a scheme. AIho there is no oonlliet of 
Interest between induetrias and agricuiture, Por the 
soundness of Ottr niraj economy itself depends on tho es- 
pansiou of industries and the maintenance of a irealthv 
bul^L'o between the two; also because the trend towon^ 
nntUuiut stdf-suiEcicncy is now so well established that H 
might 1» negarded as a permanent feature of Ute economic 
etructuTO of the futiire. It is no longer safii for us to depend 
to the same extent os before on foreign coimteies as oiitbta 
for our raw 
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The soUcitode of the Fravisdal Gtrv^ermnente !oet labov.— 
In thnir (Anxiety to proE3oto induetri^, the Proimivial 
(Jovernments can by no m€aiia }>o blnmotl of being oblivious 
of iho interests of labour. In it being c|ueetlonod 
if tlie pace of indufltrial reforms in some Province m not 
too Tim aeteptoce of office by the Congress has 

eoincicied with outbreak of labour nmefft cuid stiikc^ in 
all the im]tortaiit EndustTial centres. Purther, the reiwrts 
of tlie various Labour Enquiry Canuuittees made 

OApitaJists apprehensive about tlie future of triduistries in 
British India. These enquiry reports will serve a very 
useful purpose in expo^mg and removing loug-siaiHiing 
injustices and inequities^ but they must, give a ^'fair 
to the other party. If the capitalistic system is to ^fllrvive 
at ttlh bwincBs aetivities must bo conducted not for the 
bencGt of any particular class but for tile totmuunity as a 
whole. It is not mmatural that on the accession to political 
power of the wagoK^aming da&sea theie aliould Ije a certain 
amount of eflforveaoeiicep but tlio Provincial GoveciimMita 
-would do well not to create any apprehemaiou m the minda 
of the taduBtrialists of any bias against thorn. Only by 
maintaining an imfmartial and judicious attitude triU they 
be able to make tlieir iniluence bc@t felt and achieve ^h& 
ends thej- have in view. The expanueioit and liettar oiganiaa- 
tion of industries w'hich is so dear to the Provincial Govero- 
menta cannot be brought about unless there is healthy 
co-opfifatioii between the employer ami the employed. 
And to tUb end ihe time oeems tu he rit^ for the establish¬ 
ment of an Industiial Council aa eiiggested by the WTaitky 
C>:^niuu 3 iLLon. Indian labour i& fully alive to strength, 
and the use and poteutiaiities of the strike; it, however^ 
remains untrained in the art of negotiation and lacks the 
organisation and leadership bo essential to the welfare of 
industry ae a whole. The truth of this statement will b« 
amply home out even by a su|jerJieml examination of the 
history of any one of the large crop of major industrial 
disputes of the post and the pti^^ent. It is urgently netjes- 
sary for labour, and those who are intcreetcd in iudustrml 
development;, and have the privilege aud power to mould 
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policy imd pnictiecr to realise that c^pitsJ and labour are 
mutual tniBtec* md t Imt hoik ap& llie tnisteefl of coiuduiiieEft. 


Til. Conclusion 

The of mdustrial deimlopmeut aud the dagger ol OTor^ 
productbti m certain lines.—The Indian Industnal CbnmiissiDii^ 
after a very searching incpiiiy, 8:uiiiiuad up the industrial 
lioeition of India in. the following worda^ 

’"The. bdiifitrial CTstem is ttnevenly, and in mo^t ca&e^ 
madoquatdy, developwL wid the capitalists of th& oottntry, 
with a few notable cs^oeptionflt have till now loft to oUuer 
natjeme the work anil proSl of manufacturing her valuahla 
law matcriak, or have allowed them to retrain unutilised/' 
The Indian Fiscal Oommissjon not only endoi^ed tlio 
findings of the Indian Industrial CenmusBaom, but went 
further to say that “the mdnstrial devebpment of Lidia 
has not Locn comuieiiminite with the size of the country, 
its population, and its natural ro^urces/’'^ They summed 
up the t}mi iuduistml poeiition os foUowi :—^ 

**We find in the ixitton and jute milla two importaiit 
indmittieB of modem type, a oouaiderahte iMusioiL of mechan¬ 
ical engineering reprei«;uted hy tlie railway wort shops and 
the private etigineering works which oro now springing upt 
the b^h^niugs of an iron and steel industry, and a number of 
jodnor industiriefi, none of which Ixob yet reached a ^age of 
being a serious economic factor in the countrVp Li addiiiion 
there is a large production of mineral oil. and there is the im^ 
portant industry of coal mining, on the futuTB of which the 
mduBtHal dovelopmcut of the country largely doponds." 

Since then, in a decade and a Imlf, theru has been 
phenomenal progress in oortain industrios. India now pro¬ 
duces about SO per cent of her luq^uirements of ootton 
textiles; in five years she has become «lf-sufficietit in sugar; 
cemeut wm produced for the first time in utnd now 
foreign cement has almost been eliminated; further^ Ike 

^ Jitpwi 0/ ^ ifuHdn /irufuidnaj p. C43r 

* Jfu/uUi .Fvkxd p, ISSw 
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consumption of oemerit itas incwased whib its price Ime 
bean substantially reduced. In itue prot-ected varieties of 
pai^ India is nearfy &elf-containod; by IMO, v^hm the 
projecteti steel works at Hirapur comnuencje operation^ 
India will Imrcllj need miy fo^i^ steeL In niatdiee b 
already Belf-soJficiant. India has two manvdacturing export- 
industries—jute and pig iron. The jute induistry is in a 
seilous plight portly on aoeonnt of an undno expanaioii of 
produotive capacity; and tho foreign market for our aurpius 
pig iron is extremely precarious ami uncertain. The utmost 
that Indian mdustrios can aim at, consietenij with safety and 
stabilityin thfiir present stage of development is nalloryj 
solfauffieiency and that stage is being reached fast in sumo 
at least. In Jaetj over-production threatens thr™ of our iU' 
du 5 trie«, viz.t jute« augJir and cemenit and the immediate 
problem in tihem is one of consolidation and rut iouoilbarion 
ruther than any fiirtlier expanrion of productive capacity. 

in addition tgr these major industries, ii niite variety of 
minor industries have abo boen started —mme of which 
are fairly well esteblbheih but the majority arc still stniggUng 
hard to lake root to the industrial system of tho cosuitry. 

Dtawbaoks of our mdastdal developmeut^.—Xotwlthstand- 
ing tlie aub^itantlal progress of recent ycE^^ the extent 
and stage of industrliil devdopment in India b £ar 
from satisfactory. Even after a century of indu^trialisa- 
tion there ate ^,2dl huge rndtudrial e^tablbhmente employ^ 
ing f 840,7132 pereonSp only one to every two bundrod 
of the population* The c^^mmtMiities produced by these 
factories meet only a j&action of the total roquiremertte of 
the people and make a poor show by the eido of the great 
volume and variety of goods imported from abroad. This 
is paiticulEuly rogrettablo in view of tho abmuhmee and 
wi^ range of raw matoiiab which are available but ex^- 
ported and tiien received back aa Sniahed gcKkb. Our 
majcET indujstri^ have very Imgely exjiamled their pro¬ 
ductive capacity, but most of them aro of a baaio ™d 
rudimentary choxivctcr* The two foremost mdnstries of 
India, jute and cotton, are engaged in working up 
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agrit;iiUiirftt raw jaafiteiiatB into Bimple niAmifoctiiroa; 
ptodtiefion of Kigtiar counts of yam. the finest qruJity of 
pieco-goodsj juLo canvas for shoes and other purpoKa+ juts 
ear|»ets and a vBjiety of other gw>d$ in which juts is mixed 
up with other fibres or msteriab bavo not yot been serioualy 
tahen op in this coimtrv. Ws liavo a oonsitlei^lj'le iron and 
eteel industry I but railway plant and rolling stock, machinery 
of all descriptions and many other types of metal niaiiufac- 
tnres are almost exclurively obtained by importation- 

AVo are st.iil engn^ssecl with the problenijs of our cc^al, 
cotton, iron, Steel and other bjiaic indnstrra^ while the 
progre^ve conntriea of ths w'oriil ano tiying to redrese tho 
balance of the old by developing the modem indnstrios of 
olcotricity isupply, I ho inanufiscturB of radio and electrical 
equipment, duminiurn^ rayon, synthetic dyestuffHi food¬ 
stuffs , oil extraction fram coah air and motor transport', 
film production and cinema display. Although wo are 
almost self-sufficient in the 4 Uipply of cement, omtehefi, 
i^ugar. pig-iron, and Imve lately made reiaarkable progreso 
in tho production of cotion piocc-goodsi stcol ami [>ax^r 
wo are still in the prhniiive stage of mdustriai development ^ 
aiul our dependence upon foreign coimtrics for a thuusand 
and one other mfljiuib.etijrca is lidiculously sublime^ — pur tie- 
Tilarly m the case of factory equipmmits, pou-er plants, stores, 
replacement partfi, etc. The chemical and engineerii^ indus- 
tries arc universally lecogniBed to be tho starting point in 
luodeni industrial dovelupmeni, but in India we IiavB liardly 
yet made a beginning in directions. 

Theie ar& a ttmnber of aeoe^ry industries:, werkshuiia, 
gim and presses, rice and timber mills, but complex iodustries 
requiring the. employment of eom|iJioatod macMntijy^ and 
processes, and involviiig technical gtddance of an Intricate 
and specialieed chacactor, and utillsuig by-products are 
ab^nt. Certam rec'ent imrovaljoiiB lihe . tho Bata Shoe 
Factory, the soap factories of Lever Biothcrs, the Dunlop 
Rubber Factory, the Western India Match 0>.» and the 
projoct-cd clicniical works of the Alkali and ChemicaJ 
Corporation^ atu all monumental reproaches to the Indian, 

^ Th€«EK fonign «atu|)ajal«3 ^iirirtirte raot«ri«ii in ludiLar kinder 
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Indian ciiterpiiBe and capital ai^ tihr of developing on 
new, imuiod [inca. We prefer to imitate rather tlym mitiatOi 
The potential productivo eepadity of the Cement Iferger is 
greater thoji tbs pre^nt conenToptioTi, the production of 
the protected varieties of paper la nearly cc[uaL to it# 
ptwsient £!on£umpt-IoD, and yet we have ret^ently uitneeaed 
the hotation of a number of cement and paper eotnpanifis. 

We havo no research departmenta attached to our 
induBtriea.* When a new and better proeem liaa iieeti 
invented and tested to satiafaction in the West, we come 
fonvard to adopt it, but by that time it haa prebablj gone 
out of date in ita place of hijrt])| and been teplaced by a 
still bettor techniijue^ 

Judged by Western standard:^, our induBtiial acMeve- 
niems, however creditable in them^lvefi^ mxa^i bo regarded 
aa being extremely poor in quality and quantity. Even 
after 75 years of devolopmcuit, though there h no lack of 
raw nmtHeriab and marketi ludm ia a baby m arma in 
indiudrial production. In fed mduatrialhmtioiL i^ only 
beginning in India and the present elate of her industry 
can hardly be compf^red with Uuit of England or Germany 
or Amorica. It lies not yet divorced the factory workers 
altogether from the land, nor pn>du£^[l the great a^lomera- 

tluf fllutJ:ii*r dE iJidtefitkm wiih. mi Tnri i ii i n i lumst ap4 wjrb tt H^ridkllrig o! 
IndlrtJi cLrr&dtorB dU tke Bosud mim a qu«Atioil td frhkili 

iA calki^d fur. T1 j 49 ubjccX of a prcpUNitiTD^ tori^E in wtiy 

O&untrj' is ID bonfilt tbe conntr^ &dll tt& nAtidiiala bj indnAifjnJ [Jevcilt>|M 
nuiui. C&u ir he flmi tMa apint bolimii tiue XmiR U being 

by BefB oivd IhuilDii t&utdrL£i« f The Onjf^taJ CoimEuttioe in 

luimr 2^1 of tfiAJT repDTt mieed thia quosticni ood did not luraliato id 
■ cLw Idfkd. Tlwy rlgtuly oufi en inodnfisU-nry in lb? poritioD 

of the Fiioal Ccmniksion in tMa And CdorliidiHl Vy ^yui^ that 

MfThD fom cQxitini ia dMlf^bUir FLiblir opiru^n. an by the 

Ccn^reae WodtilVS Ciumniil^, hAa not fftUod to looorJ iU ditipj^ftiviiE 
ol tins new fcmii of fn faimOse, it lilfty nol b? Imd to iukiuL 

thiji indnarnsl fleTniopment of tfi? typo by Hatiw, Iavoc OratliDjir^ 

Duritdp Aiid IlEc? oouid not bo iiutteioii by TxidUuis ^iih equal promw 
OiLd tflAt it WdiifiL ^ hu^ Oapitai #X|j40jiitiir«, a Jttdg (fi-rkid of 

oxpDrtinant- and nnoiyoiiilablii One mi^t cito llio o^tnplo ol 

thd TftLaa in re^lAiiau to 1 au& eiid Al4ol« hot Talb^ ato boxu kkA jiot made. 

Wo Wfwt XiU Another ToIa |b horn or #lloLlId Wn makn ih? b(Wt of 
A bull bargain witll BaUt» and tfj? hoot df thnni 7 

*The jute inclLuitiry iut# nwfb All ipimivntini) m thie but vwr 

roftinlly. 

Tlw reftpoiiaibiliry for reaaDMih ia tmo and aitgor hoa pjiuiitioaay boon 
ULkon by tJio GdVcrEmioti,t. 
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tion of T^^fcgo-esTJieTfl in dtte w ^ihuracterislk of iJiiJuatriiil 
Ufc. In consequence, induetnal oTgu^niMtion ift more 
dilBcult both for the ojnploycr and tim worker^ for the 
employer b0<!*use lie Cfiimot count on li higiily irmjiod and 
largely ijertaaneiit bbour force wedded to indufitry, for the 
workjCT because coUfictlTO action for improving hia con* 
ditions of employment aud slejidard of living ia mne-h 
harder to organifle. There ift abo lacking the deabe 

for higiicr elandard aa in the VVe^. But tiiia i$ not to be 
wondered at; in the early stegea of iudufitriftl developiueut, 
it 13 hoond to exbti until people have tested the advantages 
of better living. The taste, however, comes rapidly when 
It is enooiiraged. It ia also true that people in India can¬ 
not work with the inteTisity as in temperate climates ; 
the speed of production aa weU will never quite equal that 
of ibo West, There are mimy other featiiraa which db- 
tinguiflli Indian and Western conditiotis, at any rate 'm 
their present stages. But for all that it ^tiU tliat 

tho g^end Ihiea of ilevelopment at botioin the 

The eEunple of Japan.—Anotlior eastern country* namely 
Japan, however, has ihuio ivonders in a shorter period Jind in 
far less fovoumble ccnditioiie. The immense quantit-y of goods 
she is pouring into the markets of tho world, and particidarly 
the low prices at whisih they aie sold* am ireaily ahotiknigto her 
eompctitoI^^. An important eantiributory causo of this 
the depreciation of the yen by more tlian 46 per cent of 
its previottf^ value, hut another mure pormanent Eke tor uns 
tlie pte^ure of a Luge agricultural population with littfo 
room for expansion which kept down Erulufi»triaL wages and 
labour costs. The same situfttfon in India, but with 

a difforent result. Tliere m no reason why Indian inchistrles 
should not approach the Japanese standard of elfioionoy, 
given capita^ oiganisation, educiation and State aid. 

Time is ripe for the appoiutmeEt of im trtdusbial CommissictL-- 
To take stock of our IndustHal position as well im to 
suggest lines far future eleveiopment, the time seema to iis 
to be ripe for the appointmeuL of an InduMrial Commission. 


IXDt-STHlAL DEVELOPMENT 
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Those industrie^i which enjoy tarifiF pKstection may Ita™ 
thoir portion e^amki^d porfodiciJIy by the Tariff Boards 
but A Tariff Board inquirefl into an iitdw^ry pieco-maat out 
off from its proper setting in the industrial system of 
Mie country. The task of siieh a CominiesLori will ho to 
take a comprelieniaivB Ymw of the system^ to Investi¬ 

gate into new lines whidi India]] industiy can embark 
u[>on, t-o suggest measures for the cousolklatiau and 
rationalisation of thO£^ indiu^tries in whieJi over-puMluctioTi 
is threatened, lo dovetail the policies and actions of the 
viuriouH Primuciol Govemments witii each other fmd with 
tboste of the Central Government^ to find the rightful place 
for liaTidlcrafte and minor m^luatFii^ m the ludian scheme of 
industrial organisation, to reeoncili? tJiij oontendiug interests 
of labour, capital and consumer and to investigate into oUmr 
allieil |itX)b[ems« The C^mmi&sion will al^ go into tlie f[ucation 
of f liO odvisaliliity of attaching permAnent Adtismy Com¬ 
mittees to Provindal ojid Cantral De|ianjneuts of Inilitstries^ 
Ihiring the liuit twenty yeiire India hns undergone mpid 
political and economic evolution* Eor good or eril, but m 
it se&inii to iis vjmt& inevitably^ India is adopting the 
ecoiiomio organisation of the West. The idea that a country 
ishoold as far as possible pttKliice wliat its people need is 
taking wot in this conniTy aa wtll lift Europe, despite all 
tlu> teachings of Adam Snijth and his diadples ehottt the 
ad voBtogt^s of In teruai ioual tli viainn of Labour. This tcnilenoy 
towiirda greater Bclf-sufficimicy ia one of the outstanding 
fcaittrea of economic devdopment during the twentiotli 
century. The f^pread of education, the advance of techniqiia 
and the expansioii of liquid capital prodneod conditieivf 
in which evojy country deckled to develop ite biisie iu- 
dimries as far aa raw mftterial$T labour and a consumiug 
homo marke t wotc avaiDble. I'hc lost fjieot War gave a 
iremendoiEa impetus in the same lUreetion. It ia uselisss bo 
condemn it. it is iiecc«eaay to railisa Uiat. as in many 
other matters, India can be no exception to this trend of 
world economic c voluriun^ partilc niarly bceeuse India 
a supemhundonoe of raw materials, vnst domcd;ic consuming 
moxlu^ts and cheap labour. What we have to do b to rocon- 
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struct tbo feconfluaic system c»f the eoiintty on a in which 

natjonahstie policies must somehow he ineorpomted. 

It is is this light tJiat th^ recent industriEil peJieies and 
programnies of the Provinolal Govcrmneiitu should be 
judged. To develop industrios to tho si.ogt^ of eelf'aufiiciency 
from a phi to a steamer ha* always been, aud is, the eliodshed 
ambition of tlif? Averagn Indian^ PronndaJ aiitcuiomy 
given the chance < and quite uaimraily the rarious Gototti- 
tnenta are trying to bring about an industiitil Millienntnm. 
After generations of govammental callDusnetis^ iimptiTity 
and open or wOfid hostility, the present overflow of cn- 
thusiaam is not diffieult to understand. But it must not 
be foi^otteu that State policy- though an important 
consideration, b not the only or the sola factoit in mdusirial 
development. Siibiect to Lhis quoliflcation, the enthusiasm 
of the Provincial Governments is tlirlee welcome. Tlmro is 
unlimited scope for their activity in the fbkl^ of research, 
finance, marketing, etc,, but in pufHiiing the^ aims care 
should be taken to avoid certain pitfalls, A liealtJiy and 
vigorous industry oannot grow' tied to the apron-etringB of 
Government. Tho anxiety to promote industry may give 
rise to a of rivaliy which may degenerate into extreme 
provinciiUism. Again, in encouraging small industries any 
conflict with big or organised indust-rles should 1^ a%*oided; 
in India there b enough rooni for both. Futther, there 
abould be perJeet uuderstaudkig and ce-ordmation of the 
l*rt>vinoefi lietween themselvi^ and with tlie Government of 
India. ^ Bevelopmant of Induatrie^ may require uni only the 
shelter of a protective tariff^ but aluo tlie indireot support of 
a suitable exchange, currency, railway ftright and kindred 
policies. The powers of the Provincial irovenmeiits in these 
spheres are after all limited, and they are helpless imle$$ they 
can carry the Central GoTOmnJont along with themselves, 

* Tlifl for suidi oo^ianLiiiuitxoTi ]» fiiwply Ulmrmwd by irocmt 

Suguj- Ln.^SartLii3 juiao&l ill two Froviiiota may 

itr> induHtjy to attkrf 4tid Indim) St^re^ nixct thilti Uor&al it^ 

purpwa is ti» «nci- It &j£0 the ean^titutioxu.! (question of lIil^ powet 

of tllo FroviiicuJ Goi^rnmauU to tMK itlgor. Sitcy if jj* givnn 

to tlio f^port^ ^ the ftiul Oikvrtit^m Toxtil& Labonir tj]q!ury Cam- 

rogiixdting of woifos ^siiu&r it mtiai 

jFiPoiuiwonfl tipon othor to^rtilo oactros, uud Lliitg in lum raiofr tbo 
quDdticia of oo-ordfuatfon oC lYovmtLJ policy in miitteff* jtjliktiiu; to jittbour. 
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MINERAL RESOURCES AND INDUSTRIES 

By CiiAltljS POREE^IT^. 

PluD., A.H.W,C„ rj.c.p E.R^.E., 

FtUfnm 6f iht Imfiiuta FueL^tH* 

Prifidpal, J^hkn SiJiool o/ MifUi. 

Lv approacliing tlie v^oue problems ooBoermng Izidia^d 
mineral mdufittkii one is £aced "with eil-bcf of two diiSctiltieSr 
On the one band there la tiie tradition tliftt ludhi i& a land 
fnIJ to overflovring mth Yaluabfe roinerala, nmny of which 
have enriched her own people or merchnnta and otluers 
from other countries for oenturies in tho post. On the 
other liand we hutr^ the cry that the cjountry is fcr too 
defiendent upon other ooimtries for cMjninioclitiea of all 
^rta and that every effort should be made to utiliEo to a 
greater extent the minerala already used in her Eiidustries, 
or exporU?d, mul also to search for and iitiliae to the fullest 
extent possible the hitJierto midiscoveted mineral reaonrees 
and BO render India as far aa possible independent of other 
ooitntrif^ in the world. 

The illusion of tho tmditional picture is the more difficult 
to dispel, at least among peoples of IVcstem countries, who 
forget^ or never pro|jei*ly realise* that India is not a country 
but a coatioont. with as many clinmtre^ and varieties of 
geologti^l and topograpMcal stractnre as, say^ the continent 
of Europe and with as many varieties (both aotual and 
potential) of ocenpations and industries too, 

A study of [hdia% mineral resources and of the problems 
of its mitmral industries must ueoeflsaril3'' be lar^ly statistical 
and oomiULrative, Tlie space at our dbposa! is inenfficietit 
for more then a mere cuisory gianee at the whole piutuie^ 
attention twmg ilheciod to specially intdiresting deti^ hem 
and there* In compiling the infurmetion that follows, an 
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At teen pi been made in bring into pjnDtnmenf^ thoee 

facits tliat igrp^k far theinaelTiBs. The ^dont of etwiomica 
should have j\o difEciJty in Beeirg the directions in ^hioh 
further research is likely to repay the time spent on Lfe. 

The Geological Survey of India, tho one important 
aouice of up-to-efato informatian ecmoermng the mineral 
of India, cla^tii^ the minerals of tlie country 
into two groups, ruimely:— 

(ctj those rogarditig which statistical information i& luoro 
or complete and leliabtej and 

(i) tho^ regarding which tho information is incomplete 
or almost larking. 

The ^^tudent of eoonotntca require injbrmation more 
readily necegaible. Accordingly the miimrals are here treated 
bi alph&belical order. 

Before attempting a s}^tematie study of the minerals 
tzi alphabetical ordfit, however, tjie following reference to 
their relative ecoiiomio importance will be of value. 


BZI^ITVIS fKPOnTAXCB OF 111N£RALS 

The iTuncxais of greatest importance, measured in torma 
of aimual value of output, ar^ the followings in the cutder 
given^ tlie approximate ^terUng value of tlio output &r 
i§33 (for minerab of annual output of £i(M>,000 ^uid over) 
being rtated within brackets;— 

Petroleum (£4,708,000), coal (£4.600,500), gold 
(£2,078,^00), Bait (£850,000), lead and lead om (£851,300). 
huilding materials (£800,000). tin ore {£533,100}. sU^Tjr 
{£407^200), copper ore (£392/250}, mica (£307,650) i sdne 
concentrates (£231,800), irtiii oro (£187,800), mangiLnetfie 
oro (£123450), nitm or saltpetre (£137.150). iungeten oie, 
nickel spebs, ilmenite, outimonid lead, liromite. clays, 
steatite, jodeite, refractory juAtaiiale, mugneeite, ndiy 
sapphire and spinel, fidler^s earth, mcmaiite, gypsum* 
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diamondsj barytes^ zb’con^ bcryl^ felspar, bauxit^^ 

gamete apatite^ bismuthn 

Tlie order of ecanomic reJuo of o mmisraL v^rkA, Jio^- 
from year to year, ou aoeciant of Biictuatiopfi^ 
Bomodmes of sach ma]Or itnportance to cattle food for 
Bcwiom thoFoght for the ecrotioimfit aiui anxiety iat both 
Lndusiiry and Govcrtunflnt. If the atMJTo list ia compared 
with the coiTCtipazidiDg liBt for 1032 it will be found that the 
production of pctnjleiun h&d mciuaeeii in 1933 by barely 25 
per cent^ coal having lost first place partly on that account 
and partly on account of a 10 per cent fail in outputs 
The output of gold increased by 10 per cent. Not ouly 
so, but gieat quantzliee of lioaided gold exported in the lost 
kw 3 ’earshjave raised the export figures to values totally oid 
of proportion to the DomiiU. The output of gold more tlian 
doubl^ lietween I93S and 1933 and that of anthnoniaj lead 
almost trebled. The output of manganese fell by over per 
cent—a mattet of the greats concern to tlio industry. The 
output of tin ore increased hj over 50 per cent, and bo on. 

The economist who wislies to atudy the mhieral uidu^trk^ 
of India haa m exoeodingly intetesting, but difficult and 
extensi^TJr before him, each important mioeiul requir¬ 
ing exhausti^-e confiideration of statistics relating to a long 
period of years as well as of industrial and political events 
of peculiar significance and importancOi cfipedoUy thoee of 
very TO«!nt years. 

fn tlie list that foltowa there will be found a concise 
st^atemeut of the important sources of tlio vurioUB miner^b, 
a note reg^iriing annuiLl output, and, m already stated^ a 
brief reference to any spsciaD_v interesting point that 
appears to be worthy of meution^ such m diaproportionafo 
amounts of imports in the face of large reeourcea, important 
ueea, etc. 


l^fPl^srrEV'S S^RTCOMTtfGS 

The student of economics will bo imprej^aed^ on consulting 
the literature^ by the references to the shortcomings of 
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Bi]ppli£jn& of and their derivatives in tfiifl country. 

Both European and Indian fume wonid appear to be 
bJamoworthy in this respect* 

In spite of the spread of technical and scientific education 
in recent decades thnro frequently is a regrcttsble fflilune to 
apply Hcietitific and even business principles in a practical 
manner whatever is to liLame for it, whether climate or 
not, evcji imported telEnt frequently deteriomtes in the same 
direotion. A whole industry nuiy suffer m\d almost coUap^ie, 
aa did the coal mduetry in the early post-war yeuiBs through 
causes txacesble in large measure to this defect. 

Li the List ihat follows timre occur maiiy minerals that 
ate extensively found throughout India but are at present 
littb toicd- Their exploitation requires in many iustancea 
Lhc highest degree of soientlfid training and teohmeal 
experience. The student of Indian prublemfl oauiionnd 
Eigainst working up unjustiSable optimism or even tindun 
enthusiasm over tndia^fi mineral resources. Mere posaasion 
of minoml wealth provides tin abort out to ind^istrial 
prosperity. 


ETTECrr OF BAILWAT FEXinHTS 

There is one &tnmblmg-bk>ck tbnt has to b© removed 
by tile heavy iuduBtries in India, and that is tlm crippling 
effects of railway freighte. Lidia is such a vast cootiitenl 
that gtenli dist>ancee have tci be traversed by minural 
products before they can be UHcd in oianufactiiie^ Coal is 
a strikiog example of this (see COAL] and of course the 
vast majoriTy of Tuuicral products require cheap coal for 
their oonveraion into marketable oominodiuea or even 
for their transport to intemal nmrkete, quite apart from 
the export market. If the miuHals in question are found 
at a great distance from the coaldelda this ^ame adverse 
effect operates. Tlie difficulty is increased in India by the 
fact that motst of the coal of the country m more or lees 
localised. If there had been sevcrul imporiEmt coaffielda 
throughout the countrj^ the story would have bean quite a 
tlifferent 


MINERAL RESOURCES AKD INDUSTRIES 60 

Xlii^ fioes not necesoaiiiy mi^n timt milwAy ireigEt^ are 
iinfiiiTly high in India. A ca&& mitfht bo mode out for @och 
a contention t or as an altcmativo tlio economist might nUiiiko 
out an C3:cellejit oose for special dkcriuiioaiiog froighte on 
certain comiui>flitie3, or on auoh oommodilies when coaiTeved 
to oert4iin dfistinatioiLS, or in respect of certain mimmnnl 
distances, wliich freiglits could not by themselves be con¬ 
sidered but which> on account of possible improved inti^aI 
trade and mcreaaed exporta, he more than Justified, 


UBOE mPOETS n? SPITE OF aESOtmCES OF UAW M^VmiTAt.R 

Undoubtedly the most intcrcstii^ feature of Indians 
mineraJ industries at the present day i& t he iuabiftty of the 
country to manufacture all of those domestic requiremcntB 
for which ahe hm the bulk of the raw materials^ A glance 
at the figiirea regarding imports of manufactured ortidea 
made almost entirely from mineikils gives point to this 
remark. An avenige quantity of well over 3ik60itM>+[N>0 
w^rth of such materials is atmually imported Outstanding 
among these are machinery. miU-work pJjint. tuilwiij plaut, 
roiling stock, cutlery and hardware* Thcise alone account 
for Re. 29.00,00.OOft- The predomiimnce of imports of what 
are mainly iron aiid steel articles is fitriking. 

Gloss and glassware huports amount to over Hs. 2,d0^00^000 
and dyestuffs to oirer Rs. 2,00^00,000. It Li doubtful whether 
Inilia could for many years compete in the umitufautuiv of 
the latter, hut there seems little reason to dotdit her ability 
to make most of her own glassware. Her iron and steel 
industry has for many years shown tliat time h the only 
factor required to plaoe it on a satisfactory footing in the 
matter of indepondencse. 

Of less importance in tins study ia the question of 
uesonneSp except perhaps in leftpcet of de}ioritB of petroleum* 
In spile of (p^liAp^ partly becauBe of) an army of eiperte- 
no one can authoritatively state what reserves there are of 
any mineral in the world, and estimates alter frijm decade 
to decade in sucJi a maiinoT as to rertder almost futile a 
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study of most of sui^h %iirc-s. India's msorre^ of oi>&l 
m pwamit calculated wilJ probably lost tier for two or 
Lliree buiidred years. Her reserves of iron may be conddfinily 
expected to do tie snni©. 


referred tc bdow generaU^ rdate to tmmial 
production. 

Alxmsiv ^—Corundtim or Emertf occurs tbrougbjfiut Ittdla. 
Certain varieties are weil-known gemstones^ Many artificial 
pnoduota are ttow on tttc Enarkot [e^g.^ oarborundttm, h^d 
steels, aJundmUf cte.) and little ehonce induatry developing. 
Occurrences; Salem (^ladms)p Hiinsur (Mysore!; Pi pro 
Hewn State}. 10 toii& to (JO tons (Rs. 1,000 to Ha, B^DOO). 
G^trnel anoLber lioiKirtant a!iraaive- Aimer; Timjevelly 
(Madras}; locaL'ty between Afghanistan and OiitraJ, Up 
to 1,000 tons (4SO in lD2i^) from Tmno%"ei]y* 

Akna and Ahunmoos Sulphates.—(Does not include abimm* 
ium, for which see J1atji£ite.) So workable deposits. For¬ 
mer manufacture of alum fmm pyriiic shales oxtinct , 

Almoist entire output from Mianwab (Eunjab): 6^(K)0 owte, 
(Ra, 1^00^000), 47Jt^ Cwts, (Ite. 8^000), 102S; none 

fiuioe. 150,000 ewte^ (Bs, 4^0(^000) anti, imports alum, and 
idmilar compoimda. Uaed in tanning, dyeing, water 
ttoftening and pharmacy. Impcrt duty 25 per cent ad 
vnjonim or Be 1/0 per ton (widebever Lb the higher)^ 

Alnmininnr —See Bauxite. 

Auunonnim Sulphate. —See CoaL. 

Antimo ny.—Formerly mined variDiia ]oeallkte$ but only 
now^ from Amheret Burma. 500 totis (Ha. 10^500)* 

1927; STO tons (Ha. 10,5M), J02S; 3 tons (Bs. BO), 1030; 
none since. Antimooml Jead (contoiTis lead, antimony and 
eilverj exported by Burma Coi^Jn. to U.S* Over 1,000 tons 
(Rs 3,20*500), 192(1: almoet 1.500 tom (Rs. 2,40.000), 1033. 

Antimony largely used in form of aUoye^ type meioj, 
Campounds used in pharniBcy; maunf^'ture of pigmonta^ 
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iaatch£> 3 , firew^oifks^ otc. AotimoiiiaE lieed for lead 

plate accumulat<>rs, 

Acseuic^—Esttenfiivo deposits orpiwieEd aud ChitmL 

Arseno-pyrite near Uarjeeling and Eiiiit-na valley )_ 

Orpiment in Knmaon. Av, aim, export arEcimc 0 tone 
{Rs. 5.000). Ann- Imjiort BO tons (R^- 1,00,000) of width 
10 lOJia reexported. Ar&amo cosapouiidja imporlant hi many 
industries. Orpiment and realgar are important tmtoral 
pigments, Ann. imports up to 0,000 owte. (Ha, 2^lU,o00). 

Asbe^foa^—Good long-fihre deposits rare bnt oecasionaliy 
founds and TatoaWe. 20 tons (Es. 1,87^) from Bhnndm 
disc. (C.P.) recently I 40--150 tons per amn from Seraihela 
State IB. and 0,), 90 tone {Re. 1032. Cuddapah 

ami Ajmcr-Mem^ara aliso important. Production for India 
neatly 320 l^ns (Rs-10,160). 1029; 33 tons (Re. 1 .l&D), 1&30, 

Asbestos extonaively used as lining for electric fiirtiacea^ 
fixeprODfing pmposes and as heat inaul&tor. 

Barytes. Akwnr Stat4^ (Rajputana); Botamchcrla, Amn- 
taptit and Cuddapab (Madma). 2,303 tona (He. 31.341)^ 
1924; 5,651 tons (Ra. 41,517), 1032. Miimnd of rapidly 
increasing need in paint indnstry, aa filbr for 

paper, india-rubber, etc., and in pharmacy. Large ann, 
imports: 9,400 cwfe, (Rs. 40|000), to tiearly 1,700 tons 
(R:j. 1,37,000). 

Basic Slag.—See laoir S tkkt. and Phusfhatbs. 

Bamcite^—Only source of metial aluminium at present but 
in apito of extensive good quality tloposit^ uo presont 
production of metal. Altimhuii]]i imtnufaotured by elaborate 
electra-ohemioai process reepuring enormoiia amouuta cheap 
eiootric emtent, RctiAhle supplies mineraS trj'cdite also 
essi'iiitial. Rroducftion nearly 4,500 tons (Rs. 8,300), 1932. 
Approx, 70 per cent of ivorld's onn* requirijincnts hauxho 
(1.500,000 tonfi) used for production nluminium; remEundor 
for mamif^iuro of sbraflives^ ehcmicals^ refractories, 
cenientfi, etc. Ruoraious potontial indu^ry ovon for latter 
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subelance^ nwaita dervelopment in India. Neaiiv 70 tons 
altnnimnni im|Jt>rted 1033. 


Biantnt b.—fjmoil qtiantity bismuth mmeiaJs phtained mt 
by-product during treatment vnl&om and tin depositg 
Burma. (See Tcf.) 


Bonn.—No occumenees known in India. Ann. importa 
froai Ladakh and Tibet, and other countries (over 1,000 
tone 1033}, increasing. 


Boilding UateiiaU.—Complete statistics not a'vallal>]e. 
Large variety natural rocks used locally al] over India. 
Transport esponee generally timits uae to localities of 
occurrence. At Calcutta, Botuhay, Madras, etc,, foreign 
atones, Italian marble, Scotch granite, extensively 
Used for flooring and Ornamental purposes, though similar 
material available in India. Enormous quantities of the 
following used: fgneoiis rocks of Chamoctate serica of 
Madras; gueUstose gmnitsea of Ms-eore; sbtes and Uniostonos 
of Central India, C.P. and U.P.,; Ooudwana sandatonea of 
Bengal, Biliar and C.P.; ooralline limestones of Narbada 
valley; nuiuniulitic limestones of north-west; POrliandar 
stone of Kathiawar and innumerable ornamental atones. 

In addition large quantity materbla mined and quan^ 
for manufacture of ffimcmt fq.v.) and bricks. (See 
Li spit* of large quantity available, enormous quantities 
annualty imj^rted; Rs, 1,11,00,000 building matorialB, 
mcluduig bndxB, tilca, asphalt, cement, etc. See Cejient:. 

Annual production over 1 million tons granite and gneiaa 
(Bjs- i!0.000,000) for building and road metal. Bulk of Uub 
in Rarigoon for raUmiy devolopinent and town reriamation 
work. AWi400.000 tens (Rs, J0,ao,000) sandstone aimiiallv 
quarrel m B. ^d 0.. Burma. Rajputona, etc. Limestone 
extensively used for building. manufactUTB of cement and as 
this ni iron and Bteolworks. 2.730.000 tons (Ra. 48,00 0001 
to om 3 O00,0W tons (Rs. 52,00.000) limestone quiirritfd 
^nuaby mdudea 20,000 tons to 300,000 tone dolomite) 
Some Urd forma lateritc used for building and road metel' 
Statistics unreliable but annua] production probably fiom 
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300,000 tons {Bs* 3,50,000) to 700*000 t™ (Bs. 0,SS,000). 
Slate also important material^ fomxi Kangra diat.; Gutgoon 
dbst. (S. of rtplbi]; Kjiamkbpur hlUe {Mongliyi dist*+ 
and O*), Ammal production; 1^.000 tom to 19,000 tons 
(Rs, IjSOjOOO). Uk^^l also for oleotrit^ awitdiboard^^ Stone 
for road motn] ie not liable to import duty. Other atones 
and marble subject to 15 per cient ad valorem. 

Ccnmnt—Nearly Rs. 7,00,00,000 industry firmly estab- 
lifilued since Great War, Annual products mi* Portland Cement 
under 100,000 tone before 1920; now well over 500,000 tone. 
But annual imports over Rs, 50.00,000. Import duty 
formerly Rs, 9 per ton (Portland cement) or 15 per cent 
ad wlorm (otber cements indnding white Pofiland cement) 
now Bs, lS/4 and 30 per cent respectively (20 per cent ad 
mUyrejn if &om U.K-)- Some Indiau lim^tonea fortunately 
contain all chemical elements, and those in tieerly correct 
proportions, necessary to make high grade Portland cement, 
without other mgredients. Others require ndidition clayey 
material ami even gypsum during processes involved. Com’ 
pkte fiat localities of manufacture impossible in space avails 
able. Following fipeoially important i liatni [C,P^); Dwarka 
(Kaihiawikr); JapU (D^tonganj); Banmor {GwaliorJ; and 
ShahalMbd (Hyderab^ State)* Ohjemical composition all 
cement-making nmteruib extremely important. Rapid 
setting oeiuents* contidning high propertion elumina, immi- 
factnred (not in India) &om bauxite and limestoiie- Possi¬ 
bility considerable exteneioix cement mdustry in India on 
account of great natural resource.ii of both tbosa n^iiiemls. 

CSZutKmite*—Source of metal chromium and its mmpounda l 
also a refractory. Found in Balunbistaii, MjwiOf Singhbhum, 
Andaman islands and Salem (Madraa). Annual production 
35,000 tons to 60.000 tons* falling recently; 15.500 tons (Bs. 
2,23,000), 1033. Except for amall quantities used for iiumu- 
footure of flrebricksj bulb is exported- Compounds used in 
cbemlaal industiMs and for tanning and obrtimiuiu plating* 

(Hays*—Statistic^? of clay and allied induatriee are valuable 
index of indufitrial life of a oountrv^ Reliable Indian 
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stfttifitits not tivaUnblc, portly ow]j>g to wjdcfrprMd village 
iodustr^', LATgH qtiantiti£s tiniday lor manufactun of fire¬ 
bricks, and other reffactorj* materials obtained in B, and 
0„ e^periaiiy the coalReildfl. Cluna clay for manufacture of 
fine pottery and earthenware obtained in B, and O-i 
Jubbulpore Burma; Myaore; Madraa anti Delhi. 

FuHeria oartli mined Myssore; lUjpntaua; C-P. Reeent 
annual output by urganis^ industry otot 200,000 tons clay 
tKs. 2,00,000), plus 20,000 tons China clay (over Re. 
I,00,000J, Annual iniporte^ however, over 20,000 tons China 
clay (Es. 20,00,000) unabily firom Com wall, England. Well 
over Its. 1,00,00.000 manufactures: pottery, cartlicnwarB, 
clima. etc., and clay impoirted aunujilly. Clay otlmr than 
China day subject to import duty of 20 per cent ad valorem. 

Im|>ortant field for Ruuiufacturo of glazed pottery, inch 
sanitary ware, insulators, sdenttHo apparatus, eto, 

Ooah—-Vast teservesof coal,estimMed at oyerfK),00Q,000,000 
of tons, including cool snitnble for manafactnre of good quality 
uietolluigiea!, (i.c, “liard”) coko. Mostly relatively high ash 
but comparing £rvourably with coals from S. Afr-, Japan 
and U.S. Bciigal and B. and 0. coalfields^ output over-' 
sliadows all others but adjoining C-P, field is of increasing 
importance. Recent annual produetjon over 22,000,000 tone, 
of winch over 00 per cent from Bengal and B. and 0. 
Over 1,000,000 tons converted into liard coke. Prom 12,000 
to 21,000 tons coke imported. 

Hyderahatl production about 3 per cent of total; coat 
friable and rather poor quality. Assam and Piuijab n^uvla 
sometimes of very low ash bnt much aiilphui. Bengal, B. 
and 0. and C.P, coals have Uttls Kiilplmr. Much very 
friable lignite in Kashmir and Bikaner. 

A recent development is the soft coke industry to provide 
comparatively BJiiDkeles? domestiu fuel—an effort to utiljs© 
low-grado cfml and discourage waste of cow dung ^fertiliser). 
Industry growing partly owing to intenairc sales propa- 
gaiuia^ partly to research into aoientilic methods of manu¬ 
facture, both financed by Indian Soft Coke Cese Committee. 
Coal dUtUlatinn by-product industry relatively import- 
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ant ttiUiU la more Ugfil}’ iadustrialised oountrioii, partlv due 
Ui competitive price of im|»rted ammoniuiu eulpliate, of 
which nearly 3&,0W loio: imported 1033. whereas only 10,000 
innq laiide. Important ioduBtiy ia the prodnetioa of coal tar 
for road-makijig, manuiactnro of pumta, phenola, etc. 

JEleceatly much ooxnpetitiou from coal imported from 
Britain, S. Afr., Bcrtag. E. Afr., Auetndia, and Japan. 
S. Air. and Jap. coals ooiupetmg maioly on accomit ofpdoe 
culling, but partly due to heavy inland Ireighte, -^vliioh in- 
evitably hamper ioduatry, raising price per ton &om a few 
rupe<» to Re. 15 or Ra. iO. Industiy sufTercd aRcr Great 
War laigely due to improper atteutmn to mamtain quality. 
Between 1*11114 and 1925 export trade almost disappeareti. 
Cotihdenut reetared and in){Jorts risen flince eatablhdiment 
of Cool Grading Board (1925), and exports nose to over 
2,000,000 toiifi, but world depresaion caused exports to tail 
to under 600,000 tons (Rs. 41,00,000), 1933. Exports 
mainly to Ceylon (200,000 tonsj, Hong Kong, U.K., StmiU 
Settlementa and Philippine Is. Coal, ooke and ^mtent fuel 
liable to import duty of 10 as. per too. Coal tar and pitch, 
to an import duty of 2& per cent ud uttJoreBi. 

Hany Interesting problems, economio and otlirrwiae, 
worth invcaligabioii. Great diMuultk-a in way of soientifio 
development of industry, reaearcL, etc., whidi requite 
funds that financial state of industry does not at prewuit 
appear to justify. Co-operation in matter of pumping, 
selling, ete., which njight groatly help industry apparently 
tntposaible of achievement without intervention of Govt. 
Inland market would, appear to offer some Lope of expan¬ 
sion but not in near future. In this connoctioii note UiTge 
imports of fuel oil which la replacing coal or being used 
where coal might be used if conditions otberwise favounible. 
(See Peteoluom. ) 

Cobalt.—Oecura Khetri, etc, (ftajpntana). (Also rich 
deposits Nepal.) Cobalt and nickel present in smoU qttant. 
in maiiganesa otes. 3 per oent to 4 per cent cobalt tn nioket 
speisB from Burma. (See NtOtiiL.) Khetri ores used for 
production of blue enameL 
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Gopper-~AfL<rr geveFiil d£ca4jea of altcmating 
prosperity and complete disaator indiMtiy now establishec] 
and pragres^g by careful and eapabk cjcpli^iting of 
natural rosourccs. Ocourrences: Singh blnum (B. ojkI 0.) 
and flum^unding eoimtty ; arid to a lese extent various places 
in Soatb Ijuiia, RajpuUita and abng outer Himalaye^, Also 
o<!^mi[!$ in Biirma Corp^n. miue^p and mucli copper matte 
tamed during treatment of oitoa. (See Leou.I Only mportant 
deposits u'orked arc those of Indian Copper C-orp'n^ n^r 
GliatoUa (Smglibhuui)H Arinml p roduetion of ore* eantaining 
about 3 per cent Clipper, 30^000 tona, 1028 [ 70*800 tone* 
1020; ov^ 200,000 tons (Re, 22,13,000). 1033. Copper 
matte from Burma, 10,000 tons (Rs. 20^00,000} to 12,500 
tom (Rg, 30^00*000)^ Aln^oet unlisted :^Iil for utilisation 
of copper in India* especially for bai^r and other require- 
mojits in brasa for domestic utenslhd, brass and hxmize 
castings for engineering purposes, etc-, and for electrical 
purposes. No electrolytic copper (es^tial for Last- 
mentioned) mode m India but when made in future, imports 
of electrolytic copper will presumably disappear and oickei 
pre^scnl in Singhbhum ores may be reeoveined^ 

Diamonds.’—Indian ontput iusigiufiuant. Found mainly 
in threo area^; dists. of Cuddapah^ Anuntapur^ Bellart, 
Kamul, Kistna and Godarcri; ^lahauadi Valley, 
Sanibojpur and Cbunda i eonntry around Patma, States 
of Panna, Oiarkliari, Bi|awar* Ajaigarh, Hothl+ Patharp 
Kacldiar* Baraunda and Ohobepur, Ace^irate Btatistics not 
a^^aJIaJble. IteceuLly 200 carata (Rs- 30,000) to over 1,250 
carutii (Re. 72,000), prodm>e<i in States of Ccnlml India; 
2,342 carata (Bs. 63,005), 1033. 

DDlumite.—See REFUACToittES, 

PireclaT.“See Clavs. 

Fhior Siiai. Useful flux* and source of dement Uiiorme and 
of fluorides* Small quantities found extensively, e.j.p Earla 
(Kkhangarh State); Sleemmiabad (JubbuJporo); Drug 
(RewB State). Baria dopoaits most important. 11^ cost 
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nf fajight jirevente w^orkiog at preeenti. Bengal and B. and 
O, aninially bnport 500 tom to 2,000 tons: for iron and steel 
indiistries. 

Gemstones and Bemi^Procions Stones.—DliHoult to apply 
proper perapeotiTe to this group of nunerak. Stati^iJes not 
iiwitig to Tridesppead nature of induatiy, oietlioda 
of leavLUg ntbiLng Hgiits, etc. Pmctiisally any pretty stone 
may be tEgarded pTecioiua, EhAaTONi? and RtruT, Sap* 
raFRS and SpttJEL treated separateJy (the Ust three under 
"‘Runy”). Only i^ery brief notes follow aa volume of trade 
doe« not jn^lity move- Agate^ camelian^ cat's eye^ eto.^ 
rook crystal^ rose quartz, amethyst, etc., opal, found in 
iiv«rs draining Deccan trap, llftjpjpla specially famous for 
agates, i^ber fomul at Myitkjina and Upper Chindwin 
(Upper Surma). Beryh aqiuunoriue, etc,, found in chief 
mica district in B* and O.: NelJore; Aimer-Merwarai 
Scardu (Kashmir), etc, Seiyl is also sonreo of metal beryl¬ 
lium. (Sw Rake ihCi^^EKALS.) Gameti rarely good eJiough 
to bo precioTLs, l^rge quantities mmed for abmstvo (q.v.)* 
Tourmnlino foimd m Ruby lluie dhitM Upper Snrnia. 

Qlass^lSfakin^ Materials.—Glass-oialdug is a rapidly growing 
industry in Indm. Good quality sand h a most important 
raw material. Oceurrences: Mongnl Hat aud Palmgliatta 
(Rnjmahal Hills); LogJim ]Uid Borgorh (near Alla]uibad)i 
annkhfnia and t!ie river at PediLamli (Barodn); Jubbuipore 
(C.Pp); and many ntJier places. Some muible deposits ore 
eands, ^ome sai^dstones, some quartzite rook, etc. etc. .Another 
important ijign^lient is soda, as soda osb or salt cake. Bulk 
of soda ftsli is imported- Lime is also used. (Sec and 

BtrrLDiNG fttATEKiALS.) Saltpetre fwhich suppHes iJOtash) is 
sometimes important- (See S-4LiTfi'mE.) Eiioruious quant¬ 
ities giasA and glassware imported, £,gr., over Rs_ i!,50,00,000 
perannumH JapatiiCs^ohoslovakiflp Germany, UJC., Belgium 
are mn^t lm|»drtant eourceH, and lieads accoimt for 

Rs, 1,00.00,000 to Rs- l,40>00i000 of imjK>rts; bottles and 
sheet and pUte glaa$ for R^. ^,00,000. Extent of |H3tential 
industry may be gauged from above figures. Minot but 
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important mgrediontis for making spBclal tsolourpd or optical 
ijite found in India. Note that for making some 
special glasses and for making the artick* ff&m them, a rery 
high degree of teclmioal skill and many years' eipcrieneo 
are required. 

Gold.—Oat of 30,000^000 oa- gold prcnluced in lihe wnrid 
annuaUy India prodttces about onn-third nf a million ounces 
(about 3 per cent of total), and m eightlt among world's 
produoDiSi Ovor 00 por cent of Ijidia's gold eomeg from Kolar 
gold field (Mj'sore). Small qumitlties ^m Madias, Kashmir, 
Punjtvb, UJ?.Tand Singhbhum (B. ami 0-). Animal pioduc- 
tkrn^ 0-5.. lOSl j 32DJ0O 02., 1032; 33U,l0l> ok. fRa, 

£,7fij40,OOOK Kolar Cold mitod fof great depths leaohed 
in mines (OTor 7,400 ft.) h^h temperatoios fup to 130® 
F.) and great danger due to rockbuj^ts* An imtiortaiit aa^ci- 
at^ tndu^try is prodnctioii of electric power (for the mines) 
at the CflUTcry Falls^ over 02 miles away. 

Graphite-—Occumoco sporadic throughout India, 
Vnagapatarn hill-tracts, Orissa Feudatory States. Chota 
Nagpur (Bihar), Goorg, Godaveri Dist .;, Upper Burin a, Tra- 
vancorOj Sikkim. Travancore tlepo.^its (Morgan Cmcible (fom- 
pany), formerly most^ important: up to 13,000 tons—fmm 
} 808 to 1912, total 3^,000 tons* No Travanctire ontput rinco. 
StnuU oiiipui {1,318), 1910| mainly Hajputima anrl from 10 
tons up to 2o2 toim in raricni& yeans up to inil, mainly 
from Oris-'?a. Co 3 t of txam^port mifitatei^ agauifit ^nccess of 
industry at preseot* Improved rail faeiltiea may rem<ady this 
fioon, but quality of most Indian graphite hitherto dis¬ 
covered (eatcept from Sikkim) rattier poor. 

Uses: manufacture of cruciblcft {Ceylon graphite tnosst es- 
tenahrcly used), foundry facings, Inbricanla^ stove polbh, 
eleetrie motor broabea, Iwiler scale preventative^, etc. 
Prict varied in post years up to tlWJ per ton, Imt a? 
little as £1 per ion Ls common for amorphous (f.e. non- 
iJiystaliine variates. 

Much graphite imported as {a) graplute and (b) crueiblea. 
Over £15,000 of (a) imd £17,000 of (i) annually recently, the 
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former partly &om Coylon and partly U,K,. the latter 
ixojiL U.K, 

Gypstmi^—Foutid in Blkmierr Judhpur and Jid^lnier 
(Hajput^ua) ; Jhalmn (Puiijab)> Baroda and Kashnufj and 
in Ermailcr quantities throiigiiDut India. Aminid production 
35^000 tom to 60^000 t-ons, foiling to 33»000 tom (Rs. (16^00^))^ 
103^. C^d as fertiliser^ for niaaxifootTire of Plaster of Paris 
ami in small quimiitios in cement mdiistTj% Many other uses 
inown. 

TTrufttiit p.—Ore of iron containing titanium oxide. Moiiazito 
sands of Travancore, formerly UBod for oxtt?iotiort tlioriutn 
oxide (eee itoNAxtro), now t-rented for ilmenite present. 
Greatly mod for manureture of white patota. Anmiai pro¬ 
duction, Travancope, tt40 tons fUs. 25,307 tom (lU* 

o^OOjOOO), 102§; 50^052 tons (Rij. 7,00^000), 1032, but declined 
to 43JS4 tons, 1033. Present value approx. £l per ton. 

Iron and SteeL—India aoeond in Britisli Etiipire in pro¬ 
duction of iron ore. ln){>ortant depo&its those of Singhbhum, 
Keonjhar State^ Bonai State. Mayurbliani State (B. and 0 .)t 
C entral PiH^Tini^ee and My&oie. (Singhbliifm deports among 
xuofit miportant in the world ; contain Crom Ofi per cent to (iO 
|jer cent of iron,) Annual production steadily To^ from under 
tons, 1014, to nearly 2,000,00*> tons C10'?8). faUing 
again to 1*760,500 tons (lia. 30,20,000)^ 1032^ and I.230J!*K> 
tons (Rs. 25,00,000)^ 1033 Over &S per cent production is 
from B. and 0- Small quantity ore minad in Burma used 
uoiy as dux in Itj^ smcltkig. 

Aunnnl prochictkm of metal ^ approx. 1A00.006 toiut pig 
iron I of whiob from 250^000 tom to 370,000 tons exported 
(about 50 per cent to Japan), Annual production of st^^el 
from pig-iron, from 430*000 tons to 500^000 tons. In iipita 
of large reaourccfi, nearly Es. &0*i)0,00*600 pig iron* ingot 
steel and niaimf. iron and steel goods importofL 

lu reoont years industiy proteeted by bounties on rails and 
flah-plates wholly Tnmiufoetnred m India us well as on iron 
and steel railway wagena. I^TiDlequeation of protection of iron 
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and fiteel induRtry mucL utiiIct dianiifi^ion m iwent. years. 
Certain tarifib RtiJl esiift un certain claitsee imported 
23'2,671 trons rn^mufiicturedstoaUrtitle&wer^miporteidin 

Motho<b of jirodnction of pig-iron and eteel in India quite 
equal to those employed elKowiiere in world. Appntreiitly 
little or GO prodnctioti ba^ic slag in spite of poaaibifitje^. 
(See PjaosFUATXS*) Further importaiiit to note that {exta?pt 
for forro-mrtijgaiiesje) no ferro-aJJoys (for itpcclal alloy steels) 
produced in India, though tung)^ten, molybdenum* chmnnum 
are lUi available. 1,432 tom* ferro-nlloys imported in 1033. 

Laad.-—^Pmetioally only uonrci? of supply in India b Burma 
Corpse "a Ba's^ din miuo in Burma, one of the greatest lead- 
stinc-flilver mines in the world. Eaw'din orea ton tain mtOp 
lead, silver and eoppor. Reserves calculated at over 
4,000,000 im&j with over 36 per cent load. Small ipmntity 
of load occurs also in Southern Shan Sialea and Yamcthin 
distn^ Burma, and at Panjori^ Jaipur Stated 

Annual prodneiion 300,000 to 4o(bOOO tomt lead ore^ 
454JOI tons Ln 1933. Over T^^GOO tons lead (over Bs, 
1,00^00^000) extmeted in 1933^ of which 05.045 tons exported. 
(See ako A^toioi^yJ 

Limestone.—See Cemekt and BnxJiixn Matkiuais. 

U^eslte.—Important refmetory, (Sod REmAcrrOHjEs 
and BunmiNO Ako taj&ed os boiler lagging 

malerial^ for mannlketijre of ffulphite paper pulp and fire- 
reaisting paint. 

Mangan ese^-—One of the impcirtani mincFai products 

of India, an essential in iron and etecl indtistry. Largely xi^ed 
for nionufaeturo orferro-manganese (neeee^wi^ for conversmii 
pig-irun into stwl)* Georgia, m Euflaia, before tlw Gueat- 
Wsu! ifcUB world's chief ptodiicer. India hag twice displaced 
Rusiiia^ pucKiucing from 33 per eent to 37 per cent of w'orld'a 
total output. Sources; Balaghut. Bliandara, Chliindwara, 
Nagpur (C.P.); Sandur State aud other aroafi {Madras); 
Keoniliar, Smgiiblium, Bonai State (B, and O.); and cerlaiti 
districts in MEidms. Animal production fallen iiram 1^139.000 
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tOTiB {1927} to just Qvi?r 213,000 toiiE (£128^000), 1033* dm 
to dopresaion. Cliicf comxietitor Rufiaia* o^ing to i^ery low 
itellUig price* Largo produt^tiozi of tdgli grade itmugane^e ore 
now p€iEiiibte from S. Afr. 

As Tcgords iQimgiuie^ content India's orce an? the boat. 
As regards low silica conteut her ores stand next to those 
of Eiadl. High phoephorua contont of ores gives India 
lo%v position. Profiont depression in Indians mangancao 
industry provides economist with mass of probtmns that 
appear almost impossible to aolvn. Depression mainlj due 
both mcToasod prAuction hy lUid competition from Hue^a 
and discoveries of new deposits in other countries, witii 
consequeni^ fat! in esporta. 

Mercury.—See QuTOKsmvna. 

Mica.—India long noted for excellence of mioa. Ptodneea 
from IS per cent to 85 per cent of the world's produciion. 
ImixjrUnt sources; Gay a and. Hazukribagh dkrts, of B. and 
0*^ Nellora; Niigtri dists. of Madras; A|p(ior-2fferaiy:a and 
Juipiir State (Rajpfutonajx ArmuaL production 30^000 cwta. 
up to over 86,000 ewts.^ 32,713 ewts, (Rs* 14,35,401), 1032; 
41,075 cwtg* (Bs, 10,82,045), 1933, Indiislry aufTm from 
great dnetuat-kms find c&cts of ^xt^nmw loaa through 
thefts from miues. Cfluef importora* U.K., U*S.i Germany 
and France* Mica largely used for msulatlug purp^s iu 
electrical inditstry and m beat irismlator and resisteu. Some 
use as dry lubricant. Large quantities of attificiaJ sheet micEi 
(micamie] now mode from smaE pieces^ aSectiog trade iu 
large sheets^ World trade affected by incTBased production 
by S. Afr. m recent years. Interesting fact: recently os 
much as 4, 000 ewts. mica imported by India, but imports 
now negligible. There would appear to be field for 
manufacture of mica and micamte articles in India. 

Mineral Waters.—Mineral wuters of undoubted tnedldmiil 
value exist all over Intlia^ but no trade. Possible that by 
jucli cions advfirtmuig on huge scale the mineral ivators of 
certain diatrietti, mduding radjo-activo waters of Tnwn, 
might Imve some nomniercial value r 
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Monaiit^,—ilLtcd pLoaphatea of cernnn, lantliaiumi and 
other “runs tnetab, as well oa thodum oside, Uio 

latter essential for manufaeture of mcMiiletwetit gaa maotlesB. 
Important sour<»:Travaiitiora. Anmml produetkm famierfy 
as high as 2,000 tons (£60,000), practically nil in 1025- 
DtHjliniiig trade mainly due to increased nse of electricity. 
00 tons (£800), 1031; 054 tojjs (£6,130), 1032. Recent 
production partly due to demand for Hmcnitc (q.v.) which 
also eccura along with monadte^ 

EickeL—No veiy important ores of oickel yet foundi in 
India. Occorrcnceis noted in Khatrl and other pJaces in 
llajputoiva; Kobr goldfield; South TraTancon and lit the 
copper or» of Sxnghbhum. Also occurs in Rurma Corpn. 
□lines and Ihoro ig steadily risiiLg production of nickel apeiss, 
1,000 tons ill 1028 to 3,150 tons in 1030; 3,330 tons 
(Rh. 10,28,500), 1933. Speisa containe 26 per cent □ickel, 
and copper, with smaU ipumtttiea cohalt (3-4 per cent) and 
dlTer. CotadderAblo quantities nickel imported, especially fiir 
manufaetum of 2-omia and 4*jmna pieces. Anntial imports 
over 2,000 tons nickel for manufacture of coinage. Burma 
speiss not treated in Inclm. Nickel occarring in copper orea 
of Singhbhum not at present recovered but poeslbly 
production ttf electrolytic copper may mndcr tbs tilchiel 
Bvaiiablo, 

00.—See PsTBOifuv. 

Painta.—(Not artists' eoloucs.) Various ores of iron, par¬ 
ticularly the octues, used from time ininiemorial as painta. 
Large quantitiies of ochre and similar highly coloured eartlui 
suitahle for manufActuro of pauits in India, e.jf., Jutbulpoie; 
Fantia State; Siughblmm and Furi (B,and D.); Ranamkouda 
(Hyderabad State); M3'ingyan (Burma). In the working of 
manganese ores qoantitica of ochres could be made availablo. 
Black iilftto has been used. Recent produotioti of ochre: 1,000 
tons up to over 6,000 tons; 6,237 tmiB (Rs, 33,L10], 1932; 
11,630 tons (Rs. 60. BOS). 1033. C.P. and C.I. are iiiain 
producers. (See also Ahswjtio (orpnnent and realg^), 
Babytoss, Coal, i LMEs -m-:.) 
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Petrq!eajOtt."In(iia produces legs tluuv I iwr cant of itorld’a 
potEotcuui, fftandiDfi UtU or I2th in ordUr of importance. 
Annual production just tindBr 300,000,000 galbag (Ra, 
8,40,00,000. or over £0,250*000), but insufficient for India's 
mpiirements. From 170.000,000 to 230,000,000 gallons 
(Rs. 8,40,00,000 to Ba- 10,44,00,000) imported* Ocflnrroncea: 
Rurtiia, AsEtim, Punjab nnd Ealucliistan. Burma heads list, 
irith annual production of over 5/6 of total, Asam next 
and Punjab last, India’s petroJeam industry highly 
organised and rosources very carefully and effieicutly 
exploited. Owing to almost certain future esliaustion 
world's supplies jwtroleum other mothoda of obtaining 
petroleum, or HuhstitutM, will be noocssary, Known dopofiite 
may he farther esploitod by mining methods, and shale oil 
fiirtJuv couMdered. Then* are also imiimited vegetable and 
aniiiud souroea of oil# and alcohols, though the latter not 
likely for many yearn to assome importauee. 

In 1033:— 

es,sie,73a gtlls, poinil prodiwd; S.mtOS 0 sb, import*! 

JSO.Wi.elfl gslat. kotiwerp* 57 , 7 * 8,343 ( 5 * 1 *. „ 

17.4817,738 fvurt«il m 104,88a 7fi8 
0,433.817 gai*. other oil* „ 10,833,481 

The feIl(J^v^nE import duties levied on petroleum pro-' 
ducts:— 

Slincra! oil for lamps and kerocene: Rs, 3/9 per gat. 
(there is an excise duty on kerosene of British. Indian 
manufacture of Bs* 2/6/0 per gal.). Heavy mineral oil: 
Its* l5/i0 jjor ton up to 12| per cent ad vulofsm. 
Rubricating oils: Re* 2/6 per gal. (6 pies if from U.K*), 
Other miueral oils: 25 per cent ad valorem. 

Phesphates.—Apatilo (calcium phosphate) is valuable 
source of phosphoirua for fertilMug (bone aah is same 
cdiemical subatanco). Occurs Siugbbhmn. Haaarihagh and 
Giridih (B. and O.J; llaniganj (Bengal); Tiichinopoly, 
Ndlore and Visagapatam; Namkot State (Bombay); 
Jhelum (Punjab); Musftoorie (U*J?.): etc. etc. Some of theae, 
Qspecialtv Singlibbum, have been worked bat no record of 
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imporluni trmle. Note, how£:TiBr, Urge exports of bone 
and boDfi-menl, viz^^ up to In per of tot^l mauutee^ 
exports of vrbirh up fco liO^DOO ions recorded. Banie $iliig 
VA Additiomil Ejourc^ of phosphorus but not produced in 
IndU, Poshly addition of IndifUi apatite to bleat furaace 
d^atge would give mluahle supply of pboapbate* 

Potash*—>See SAt^emE. 

Potash IHinerals other than Saltpetre- — No recorded source 
in Lidia. 100,710 CM^te. imported in 10IJ3. 

Quicksilver ^Mercnryj.—No re<>Drded sources. 2IIO^O'DO lbs, 
imported in 1033. 

Bare MmErols.—Espreasion includes the foUou^ing or their 
componiidfi; beryltimn^ ceilim and oiiicr '*mre earth” 
metals^ eolnmhinn], gadoliniuiD, tridinm^ molybdenum^ 
niobium^ omiiTLizi^ platinum^ radium^ tantalum ^ titanium^ 
uranjuni, yttrium^ et<i- Ocourreuoea of mincntls oontEuning 
the above reported throughout India. Sorau by no moans 
rare but their uses nurpmiliar or stLH in csiiednicntitl stage. 
Only boryllhim, molybdenum^ ''rare earth" metah, and 
tantalum noted here. 

JSeryUium, Indian berjd is veuy high giado (see abo 
PHEdOtJS Stones) Jaipur State* Ajmer-Merwara (Ba|pu- 
tana); Kodornin dist. (B. and 0.); Nellore end KrialiangaTh. 
Cse^ for beryiliuju metal have lK?on found in metallurgy. 
No product'on statiAtic^. 

Mdtybdmum^ Sulpbidn of molybdonura, a valuable metal 
used in mannbi^e turt of importajit alloy steels. Ocflurrcfneea t 
Wftgun region (Tavoy) ; Chota Nagpur (B. and O.) [ Cherm- 
fiunjl (Awaam); Kunavoram, mid Palni, Modnra (Madras}; 
Kisbongarh (Eajputann), Only output that from Tavoy; 

(Rfip 1*400), 1023, tione since. See also refcrenco 
to ferro-alloys rnider Ihon^ Steel. 

earth" meiah^ Ocour m many nuntirak found in 
Lidb, e.j.p at Sankara mica minc^ Nullore ; Yedui, Bungolcire ; 
and Tavoy, anti specially in tiue minero] monazito at T^van- 
core. (See reference undifu' Monazite.) ** Rare earth ” metaki 
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used for manufft'iture special alloys used sa Smts" in autO' 
matlc iightoiH. Ko Indian prodneticai ststjstio. 

Tantalum. Tatitalum and ootnmbinm occur, assucisted 
vritli iron And manganese, and rarer metals suslt os umniiun 
and t1u» preceding, Occnrrencos: Gaya, Koderma and 
Monghyr dUts, (B, and O.}; ^Lidura, NaUore, Salem and 
Tficbinopoly (Madras) i various distcicus. Mysore and near 
Moehil (Kashnur). Tarttoluni forjnerly used for manafactnru 
of electric tamp filaniente (oow replaced by Tungsten, q,v.). 
Now tnoiniy uoed in construction of radio and X-ray valves 
ond neon lamps. No output reported. 

Befractoiy M»|tPTigig—^Largo variety ntinerol erubstonoes 
used for ftimaee liningE, fire-brickd, etc. tonimnnest is 
freday. (See Clay.) High grade tilketnif root; used far 
niaiiufactnro of sUicia bricks and other specially resistant 
articles. Nyonife and sHlijTiaTiite increasingly used in recent 
years, especially in ceramic induatries. Occur thranghout B. 
and 0. Smaller quantities in Ajmer.-Mem'ura and Mysore, 
U,(i00 tons (Rs., 35.0U0), 1032; up to 19,300 tons {Rs, 
1,07,000), 1033, Zitconium <mde or zirconla (obtained Jrom 
vircon, anotitsr impertaut relmctary). Occurs along with 
Umenits (q*v.) in the moiuizite sands (q.v.) Tia van cere. 
Production appmx, 500 tons, up to 1,405 tons (£0,129), 
1027; 400 tons (£3,005), 1032: 003 tone (£3,018), 1033. 
Alayntsite and associated mineral doJeinite (double carlmnate 
of Ume and magnesia) important material for manufi^cture 
of blast fumaoe, linings (especially for treatment of 
pliospliatic ores). Former extensiToly quarried in India, both 
for Indiau use and for osport, especially to 0.$. Sdutoos : 
Chalk Hills in Southern India. Very high grade obtalnecL 
Anntud production from approx. 10,000 tons (1026) to 
15,200 tons (Its. 29,000), 1053. (See also Asnssros. 
Bauxite, Cukomite, Cl-vyb. GiiAFnrrE. Stxattce.) 

Baby, Sapphire and Sxdnel.—These occur together in the 
Mogok Stone Tract of Upper Burma. Statistics of one 
important company available but no record of individual 
workers* output. Nearly 160,000 carats (Rs. 4,07,000), 1926. 
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Output f^lkn find eumjHuiy operatiDm, 1931 p 

ladutitry formeriy cLifif mincnil source of revenue ui Euomi. 
Kashmir anDtlier unpohont area; carnie Bapplune 

tiud conmdnm (R$. l^2^CK)0)i 

Sfilt«—^^SaU uidustry, India's fourth most inrport,^nt 
mioeral iiiduatjy. Production always well over 1,000,000 
tons. Occurrences: Oe&ert region^ Rajputana; SaltRmigo^ 
l^jnb; Koliai (N.W-F,); Mfidraa; Bombay and Adco. Salt 
manufiiiJtured fern eea irateri t.g., Bombay, JIadraa. Aden 
and Bumm; from aub-fioil and lake briiiOp tsf., Bajputium 
and Btirnia: and from rock salt, by qimnyirigt * 

Range, Punjab. Bombay is largest producer^ Clunatic cctii- 
ditfons do not give promise ptoductkin in Bengal. Ammal 
eonsimption, 13^ lbs, per head of population^ incl. salt lused 
in agriculture and industiy. Anuual production exctudihg 
Aden sail: r.713,400 tom (Ra* l,14,3l5.000)p 1023. Importe 
fell from 553,000 (Rs- S3.32,500), 3932, to 400,000 tons 
(Its, ol.lSpOOO), 1933. About 2/3 of produGtion recovered 
from eea-water; rook ^l t aocounta for about 1/8. Lm|>oriaiit 
aource ofrevenue to Central Govt. Esoise duty an salt Rk. 1/4 
(1023) per niaund^ Rs. 2/3 (1024], reduced agam to Ra. 1;4, 
but raised later: Pb. I/O |>er ton (plus temponuy ddilltlomil 
duty of aa, cquiv. to Jifin *12/8 (plus lb, 4/4) per ton» 
1035. No duty on sail iiopciiled fur immiifai;stu£iug pur|xivses . 
and for fisA curing. 

Saltpetre- — Cimde ealtpetto niauufacture^ Eiiroughout India 
by pmnilive metUotlSj dneompemtion of cow dung and sub¬ 
sequent treatment of s^^oil with wood Bihar section 

of Gangetic phdn specially Jioted. Pimjoii and U.P. also 
impurtfiut. Stati^ics not now recorded but tiearh’ lOOp.000 
ewts. (Ra. exported, 1933. Sumo u^~d in tea- 

gardens in India and for manufacture of gun-powder* ei^peci- 
oliy in coalfiekb and otlier nduing areas. Small quantity 
imported by sea and more from Nepal, neatly 4,009 
cwta, per annum in recent years. 

Sapphire,—See Ruav. 
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Soda.—Sytiat like srjlphxiric acidj an eescntifll in mniij 
important mdustriefl fe-jiTr, isoiip-niakmgj gla^iS-making, t?to- 
eto.) orni India deficient m deposits. Alknlino soil-surface 
ilepcsits at ClULuipamEi^ Muzzafarpur and Saran State 
fB. and O.J; BemiPOs, Azamgarli^ Jnnupiu", Ghasppnr, eto, 
(U.P.) [ Lower LakOp Berax; Kluiirpur Sind ^ Sambliax 
Ljikt {Rajpatoia). Approx* 750 tone soda uonijicmnds £ict>m 
Kliajr]nir State in recent yeara. Rs. 1+50^000 to Ra, 1,75.000 
coiBp<itmds exported annually from Koradii. From ,'$0,000 
t-nns to 75*000 tons soda eompomifb imparted annuiUiy. 

E^tablkhmont of a Jioda industry in India h a pt^saiog 
necessity for doT^elopment of many otheF hidustiries on 
an cooDomio basis i 

Sieabte.—ifineral of varied iifles. c.jr., potstono (for matdng 
dislie^. poUi, etc.) acai^ne {for corvinga}, md (tlie liardest 
ftirm) forgaa bumera. Also v^od In moiuifactuce of Sead pm- 
cila. and one varifity is fcato. Manufiacture of domoBtic arti¬ 
cles is largely a village inrliistrj", and no records arc avaitable. 
Bricks made of steatit’C also used for furnace lintugs^ Occur- 
rcnoes: Idar Stete (Bombay): Jaipur State (Rajputana); 
marble Tocksip Jubbulpur, Gowari and lAJpur^ ^uth. side 
Narbada river; Fakok^ Mil tracts^ Borioa i Maddavan and 
Bt^tamolicrliiT aud Salem (MadraH). Frodnctioii variable — 
from :^,000 tons {Rs. 71.000) to 17,000 tons (Es- 1.83,000), 
1933 * 

Suliiimi, fiolpburic Acid and Sulphates*—Euomiaus quantity 
Bidpliur eesenTial in industry but India possCJ^ses practically no 
suppEesefnatural sulphuTp Sulphur formerly mined at Barren 
Island, Bay of Bengal and Kakt Stat«. Eastern Baluchistan* 
Supplies of sulphur would be of great value to India. Other 
possible iources of sulphur are metallLc sidpMdes^ t.g.j iron 
pyrik^s* copper p™tes, riuo ooucentrates, cto.^ and aulphates 
imch a& barydes, etc* Important industry iB manfi- 

faot.tiFo of sulphuric acid which in turu Ifi esacnlial in othisr 
heavy chemii^ indiiBtrie^* Many plants for maaiifavture of 
sulphuric acid started in reoent yearB bk India but Bulphur 
practically ^11 import^fl* Annual toport lO.CMlO tons to -5^000 
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tons; ’20,200 1933. This does not. include ammoniutu sal- 
pliatc, of wlijcli l.O'iO tuna impoirted, 1933. £3uJphur im- 
porte<] mainl y from Sicily, Japan and Ofinoany. During 
trcatmirnt of copper and sine ohms mneb sulphur dioxide, 
oquivalunt to ujnrarda of 3,009 tone of sulpliur at present 
'whtoh could be converted into sulphuric acid, cacapea into 
flir. (Sec also Alum. AtUMixors Sulfhates, etc., muJ Zn>' 0 .) 
Sulphur is net liable to imixirt dutj'. 

Tar.—See Ccial. 

1^.—PioGtically the only source of tin is cassiterite (tin- 
atone) deposits of Burma. Ortt is mined and treated to 
ohtaiii conoentiuies for export (not for ameltmg}. Formerly 
some smelting to obtain tin took place, Annual production 
tin ore rhieti rapidly ^ce Great War^ 4,500 tons 
(Rs, 43,10,000). 1032; 5,000 tons (Rs. 71,00,000). 1033. Large 
qluantities block tin imported annually; friuu 3,000 tons 
to 3,000 tons; 2,500 tons (Ra. 47,50,000), 193S; 2,050 tons 
(Re. 33,00.000), 1033, Fractically do workable deposita of 
tin ore in India proper. 

Tanestea.—^Tutigsten ore, woUrani, occurs along with tin 
ore, q.v. Iinportimt district, Tavoy; ^ontheni Shan States 
also. Thuitciac and wol&ani deposits carefully treated to 
obtain tin concentrates and w'olfr^ eonceotrates separately. 
Annual prcaiuetion '2,023 tons (Rs, 7,04,000). 1932 ; 2,147 
tons (Rs. 10,84,039), 1033. Tungsten metal i^pecialty valu¬ 
able for manufacture of high's peed tool steel. Tungateu 
compounds also used in oiicmical industries, dyeing, fire' 
proofing, and in nuumiheture of dectiic bmp filaments. 

Zinc,—Only deposits those of Burma Gotp'n. at Bavtrrlwin 
Mine. Zinc concentmtea produced at Naratu. .Amn mt 
pioductiou of concentrates has risen rapidly firom 20,000 tons 
to about 60,000 tons; 01,433 tons (Rs. 30,83,000), 1033. Zinc 
metal not amelted in India, tliough much rino required 
for manufacture of brass. Copper.) Copper and rise 
smelting in Ihdb could provide sulphur dioxide gas for 
mnnnfocture of sulphuric acid. 
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nroUSTRIAL YlNA2iCE Df IKDU 
Bir Dit. Kaaagopal Das, I.CB. 

lKTitOD[JC?TOEV 

ly reoent years no questlan in liidm luas porhapa raised so 
mttoli eontroveisy m tte problem of financing her many 
growing industries. Businef^men and poUtimris of almoet 
all Bhades of opinion b&vo beem persistiODtly dmiandibg 
tiie establisJinient of special banking institutionfi ou the 
German or Japanese model in order to Ibaanee mdiiftiy 
and liATe also lieen shouting that the proBeni system of 
induGtiml <jontrol by certain vested groups shoold be 
ended as soon os posaible. In these controversies jsound 
and rational economic tMnkhig bos often been blurred by 
ulterior politioal considerations and not infiequcotly the 
basic difflculties or abortoommgs of uiduatrial otganiaaticHi 
in India lu^ve been nverlooki^ or lightly briiahec! aside. 

Tlie problem of fiuaucing industrial operations in India 
ift of very recent origin. Tliore waa no such "probleiiiin 
the daye before the coming of the economic transition, aiid 
for a oon^embie time after the iuduatrial olianges amved^ 
the sobj&it did not assume the Taatness or complexity of a 
real problem. Even a very cursory analysis of the induatriat 
liistory of India from the days of the early economic 
tnumtion to the beginning of the present eeniuiry would bear 
this out. 


AS msToaicAL sueyev. 

Before the coming of the oconoraio transition there 
were no organked industries of the type of modern 
capitalistic enterprisea and all "industnea” were either 
cottage indnetriea or unorgaiiifiod iiidustrieB^ Almost 
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all mdmtna! aoUvitib^ of diaj-^ wera eoaGncd 

to eimpSo pnrehaw atui aula, and iho various OTafts iluit 
in tlit; villages served mximly bca! needs. The 
ariisaii>$ v^'eJce mostly village servants, doing ad the niiscct' 
laneouB dutks ootuieet^ vitih their oeenpatioi^ in the 
vUIagea end tJie dirislon of labaur was oxtremety ilmiLed. 
There wore no prohlcms of flnanoo in the urban industriE^ 
fdiberp Most of tim urban bulustma wnte contrtdled by 
mercliant guiJile and a merciiai^t guild would ooTiai.'tt of all 
cho nicrdiante, bankers and large dealers of a city. These 
gnildii liad eejitriil funds of their own, dcri^^ed from foes 
and imposts^ bxit these funds suaredyt ifeveTj tmploycd 
in industrial finance proper; they more often meant for 
*" soobl uud religions a^5tivitifis"^ Tlio goilds, howeveri <^>n- 
trolled the output of merohants" ivanss, detenntne<l rates of 
sale and amounts of marketable material and were un* 
dotibtedly ^^mdJgpensablo to the advoneemeiit of the 
middle olasseii in their struggle for rerrOguitiou at the bands 
both of dospotkr kings and of an organised priesitliood that 
WLV^ ben I on suppresaing the- elevation of the third oast«/' 
They soIidiCed the commimul character of ti^de and 
industrja] enterprise^ and^ although they dhl little fbc the 
actual dnaneiixg of industry^ tlieir at^rinee^^ towunls the 
mauTtcnaiiue loid development of orgunisod prodnetion and 
fairly litable markets were by no means indgnideant. 
capital pbjed a very small part in the mannhietuie or actual 
turnover of goods, there was no problem regaxciii’ig tiie supply 
of capital to induEtry, Much more bnportant than capital 
wore akilJ and comie:iion, the ability to produce good wares 
and the stea<ly demand of a small group uf oustnmet^. 

The economic troDaltijQn came in India very alowly—lnng 
after the establhsluncnt of Britiah rule in the Gaiig^ delta. 
First of aD, the competition of iitodiine^made goorb imported 
into India from Europe dealt h severe blow to the nnfclve 
crafts and industries: the indigenous indusximl system waft 
didocated and the wealthy finiuicici^ or bankers of eld days 
were gradually reduced to the status of ordinary raoneyH- 
lendcrs. The enrraioy and exchango situation was soon in a 
flnx and orgnniaed trade and mdustiy became wellnigli 
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impc^blfr far u time). The establishmetit of Hit A|^cy 
llouees in {^oJcfuttE^j qonsisting mofStlj of partnem from 
amongstt the elvil^ milii^y aiid medical olHcaiB of the Ea^t 
India Company, gradually brought. Kime orthir to the 
chaotio stale of mercautilo entetjjriae, but even this wag 
ahfirt-iivacL The Agency Housea and the early European 
louit'atook baiika eugagod themselves in ao ugly com peti¬ 
tion for getting the utmost out of thdr capital and this 
led to apociilat.ve deidbgg and intprovident mlviuioes, with 
the that by 1840—41 aliuo^t all of them ooUap^d^ 

Tlmir failure, hourever, was mi Jmportani poiuter to tha 
fimdamentaJ bek of equilibrium La tih^ coonomic portion of 
the countTy* VVbik theru were vast sums of aTaibbk fuiidg 
in the Jiaiub of the Agency Houses and banks^ there were no 
adequate opportimities for investment at all, Eoonamlc life 
had been disoigauiscd by the impact of maohiuo-mado 
product.^ from the VV'est. ag ae by the weakenmg of the 
iudigciiouci eoimomy; and while old induBtoes wore dying, fow 
itew oiiea (except I'lerhaps tlie mdigo mdiiiftTy) were tsJdng 
their pboe. Ou the olhor Imnd^ both the ^^gency Houses and 
the banks had besen oojilrontcd Huib the probl^ of how to 
employ tholr capital mid dej>odt resources. Ln the anxiety to 
make profita^ they gave up the t61o of pure b^ukerg and 
became merchants and sometimes even indiga-plantetc and 
ahipowuers. This viciouEs oornbmutioii coupled with the&ct 
iliftt there were no atwues for safe but. profltabio investment 
of nil the avflikble surplus brought nun upon tbe^ early 
Snancing houses.* 

Fmm about the middle of the nineteenth centuiy* boiv- 
over, tlie Indu^^l development of India in esscutaally 
modeni mmae may be said to have mode a et 4 irt. An Act uita 
glassed in IS57 oonforriiig tlixr privilege of limiteil liability 
on joint'-Gtoek jissociatians in getieml and in ISlSh a further 
oaufiolidated Indian Companies’ Act was passed. All tliese 
pointed to the fact tliat a new iiidustiial Ufo had commenced 
in Indin and the wiiob of the second half of the miieteentb 
century was characterised by the investment of British 

^ Put II defiled wrv^t vidt mj San^^n^ A^irtd IndmKriiii finance m Itidint 
(CiilciiiS4^ HA** 

l 
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capital and tiie emplnyinent nf Biitigb private enterprise 
m the mines, factmicis and niannfaeturing eonc^enis of India, 
During all tliese ymfs, liDwovorp ladtatt mpital pM^ed ft 
very unimportant pari in the industrial devdopmejit of 
the eoimtry, aiid, except for the solitary instance of ilie 
oottnn textile indu^iry of the Bombay Presidency, aLmast 
all the eonccrmi went fbuLnct^d with British money and 
managed by British firms. 

Tlie problem of EnduBtriul finance did not prcaont i^lf 
even tbo cod of the n Lieteei itli ccutuiy. Under 

the peculiar circunL^tancee of the economic iieveli>pment of 
India during this period, there had arisen an higmiom 
sysieiB of finance and iimnageniLent called the 
Agency S 3 ^irtciit/' 'Ehese were old and weli-^tahlialicd fi^aa 
(mostly British) at the ini|>ort.aut Indian ^rts liitlierlo 
concemed niosLly witli tlie e;ctemal (and fometime^i also 
iiiieniftlj trade of the country. Now, the neiv joint-stock 
companies began to look to the pnbSio for nioEic 3 - for 
the promotion of speoifie onterprise9| but at the same 
Unie they preferred the risk to Ikll on others; on the other 
hand, British promoters (eepeeially of small aiul new 
ventures) were only too gUtfl to liave the backing of 
the name of tlui^ big^ wdl-cstablisbcd firms and were 
imly too eager to iink tite larger oiganisatiou with their 
own. Moreover, the fact that uiiost of the promoter* of now 
ventures remairi<Ki in Lndm only for a short period and had 
a very unpetfect Imowlcdge of the peculiarities of hidlan 
bTi&ine^s and mdustrial enterprise mode it almost impetative 
that the actual management of the new projects w'Ofi to 
be handed over to old iimuK of cetablialifid reputation and 
exjicTioiico. The actual promotofs of a company would 
raise the nceepsar}' initial capital, while the Managing 
Agents w^ouid, by their Artidea of Association, undertake 
to manage the venture on behalf of the company in return 
for an annual Giini for office expenses and a commission 
on output, Jiab or oet profits. These firms facilitated con- 
tLoahj of polioyr conduced to efficient and eeononiLio 
mamgement, and even helped a coiicem vAth tlioir own 
fund* in times of totiiporary stringency or difficulty. The 
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Indian Agcntfv otgani^ietl more or less after the 

Eiiropsaii liotisfts. went a step furtlier. WTuie actuEd 
llgmiea or detiuk as to tlie extent to wltieh ftii Indian 
Managing Agency firm af Bombay or Almtedabtul "finatiEjeci" 
ih particiilai miU are not availiibie, it timt moat of tbe 

wcirldjig capital came &om the Srbmagmg Agent^^ althongb. 
ji eoELBiderablo projK>rtion of tbo block oopital dcd^eti 
either from private deposits or from the publio puTobase of 
diares^ Tliere wujs, tl^ereforcH on the whole, no diJKculty 
in financing t fie mdustries that had come into being- * 

Ae the y^ia roiled on. however, to the tieginniiig 
of the tTt'oiitiotli oentmy, certain new factoid altorod the 
whole sitmtion. In or about 1003 ihn luU effects of 
railway devfslopment in India li^an to felt and the 
economic policy of the Govoroment of India aho began 
to undergo a new orientation, it way in ihLa year that 
the movement came and a direct conBeqnenoe 

of tlili was the f\ow of Indian enterprise in the organisation , 
management and finance of India's own industries. As 
difficulties began to 1 >g onconnleretb criticism wa^ levelled 
St. tiue banking and finaniml policy of lie Qovnmmenl of 
India and people began to aak why capital ww so t^hy 
and industrial devek^pment so sluggish, ft was then, 
and then only, that the problem of financing ujiltialry 
assttmed its truly modem pro|K>rtions. The year 1 £K>5 opened 
the floodgates of Indian onterpriEo and it was pertineiitly 
asked whetlier it was tlie fiuucity of sultahle limbing insti- 
tutions that hampered industrial finance or whether it 
■was the imperfect economic developmenl- of India Lliat 
prevented a harmonions growth of bmiking inslitnllons, 
A jifiries of official onqiririeo Mluwod from lid 3 onw'ards 
and ill ea^Ii of these enquiries the problem of fumnmng 
India's industries loomed laige in the foregroimd. liidian 
onterpreiieurs tiegan to demand that either the existing 
banks should come forw’ani with a bolder and mom vigorous 
policy or that Government should set up ^ipeeiat InstHutiojiii 
for the i>ro™ioii of finance to tlic industries of the country. 

^dDrollod fforvay, vi^ my arMT/isuftwlriHal Fp'mjKK irt Tndt^ 

{Cbkutt^, Chapt^ TJF 
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problem or riyANCE 

It Mill ho oppcirtuii^s nOM' to enquire wliAt tlie rmanckt 
requirelUtiJitA of tiiR moiv i!Dpo^:t^^Jl^^ tudustiiefi in TnHip| . 
ore ami how th*y are met. "Erofidly apeaking, uuJiistripa 
roquiro capital fur two purposei—(1) ^aphal for blcHik. 
iiml k, to Jiimnce fixed asseta;, and (S) M^orkiiig «^pita1,^ 
that 1.0 fLnance floating Block i^pital h required 

by mwiy ^tartefl iiuEimtries for lixed ossetii, mcHx aa buid, 
bui]djng&> mnchmei^' and otbet appliances of o durable 
and permaJiCTit character. It. is also required in the caeo 
of estafalifilied ijiduBtriea for purpc®e« of ox tensions and 
n^placemente. Working capital b required for the purchase 
and Mrorkiiig up of raw matcmls mto finished products, 
for stores^ for osponses incidenlal to the marketing of 
products* for dnancmg outstanding operations in re^ipect 
of goods supplieij, and for providing the necessary funds 
for moetbig tlay-to-day reqniremmit^ The capital that is 
investetl in thb latter Tvay b of the nature partly of perman¬ 
ent nr longdcmi capital and partly of ehon-tenH finance/* 

So for moet of the major indn^tdes in India have obtaineti 
their capital for finanqing fixed cither by publlo or 

private ^bscription of sltarcs or debentures of the tinder- 
takings or by direct dieposits, or by the syEiieni of preridJiig 
money on private account by an indivixltial or a partnor&hip. 
The part pbyed by Uiese diverse methods has of couiso 
varied fhjiu indiist^^ to industiy and the recent tendency 
towardfi Mcming tlio blovk capita] by public or 
private atibsoriptiun of aharea. ardebcntTtrea,* In the cotton 
textile indu£itjy\ for utsi-anoet apart from the few older 
establislumeute which Ptiill retain their private proprietary 
cliaraoteri the fixed capit-id has been found mo^rtly from 
pfUfl'tjp idioro capita h tltouglj in $onic cases thb has been 
mii^meTited by dehenturos. Exoept a vetj' few milla 
which have a portion of their capital in preference shared^ 

1 gEvftn in my ^nurmw in India 

{Icikidcm. ItlSSh Ct^trt&r L 
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tbci fihflTe {Bapiiftt ct^rmRte endivly of ordinary ^iiared of 
fiice Talata varying from Es, 25 to Ii&- 1,000 per siiar^* 
Tlioro ]ia£ hmn a commendable tendency in reocnt years 
to aplit ixp of larger face voluo into almnea ^mallor 

denominations ^vitli a view to bringing them within the 
oa&y reach of emalj ijTveotorg- In aomo eases extension of 
the fb:ed plant ami macLidery hm been wisely provided o^t 
of Is^rne of prefermoe shares at a time u^heti the companied 
concerned had estabtished a sound reputation by their 
tmbrokon record of dividend paymenta. Sometimes deben- 
have bccii issued for limited periods on the .purity 
of the fixed ofiseta consisting of land, buiiiiijiga, plant and 
macimiery for the same purpo^ of oxtenfiion or for the 
iiitroductioD of new devic?cfi. 

In tlin iron and ated mdu^try, troo^ eharo capital ^including 
preference shares, and ordinary and deferred shorcal has 
pmvidjed nearly aJJ the money needed for tinanciijg fixed 
assets k sTid the experience of tlie hytlro-ehxtrie industry 
has also heon the same. On the other hand* casm are not 
rare where even fixed assets ore financed by direct deposits 
from Llie puhhe: this obtajns parliicularly in the cotton 
mill indmtry of Ahmedabad^ 

l^astly eomca the nietho<l of providing money on pdvata 
account hy on Lodmdiial or a firm or a parLnersJup: this 
was mudi in vogue m India when the joini'Stock principle 
wae not properiy appiecinted, and many of the phmtation 
industries \\k^ tea, coffee and sugar* and sumo of the inmiog 
caterprieos have, in the post, been latmohed in this manneE* 
Even nowadays many small ventures are started with assets 
financed by money eoonred on private account by on 
indivkIuaJ or a firm or a partmimhip. Many of the rice 
miltfl , oil mills, hcdierififi^ soap {actoriefi^ ^to.^ are nm on 
an individual |)xoprietary basis, tihe owner bringing Ijiis own 
capital for meeting auch initial outlay ea is iiecesi^ary for 
Bcqaiiing land^ setting up the factory, purchasing maclonery 
and raw materialB and providing other oquipmenta. 

As regards the working capital, this h obtained either 
from private dapodita^ or from mou&y on private account 
provided by the entrepreneurs and their friencb. or from 


yii ECOXOmc PftOBLEaiS OF MODERK INDIA 

toane givou by ctitimiercittl Uiinli-s aiid iiH-UgenouE 
banJber^, In tbo cotton testib induiiliy tJio workirig (apiinl 
b ob£fl:iTsed fioin i^vt> souri^—(1) cifipoaite ; liank loans 
and caeb ctijdils, ‘Witb very few esceptions cotton mill 
compaiiif*.s ^^enerally dop<&nd for their woikiug capital to 
a cojnsideiahfe extent oti deposits retjoived fbom tlie pubtitv 
These depufiifefi are in most cases Crojn six to twelve months 
and the rate* vuty wUh tlic credit of tiiB individual mUlti 
and of f.licjr Mamging Agents, * . - l-hibUc conBdnuce, till 
^eiry recently, so well cstabliflhed tlwit good mills were 
able to obtain de^ioeite not only at tiio Batue rates quoted 
by lianks but in some cai^cfl even J jser cent clusapcr than 
banks/* Beddess tbe^ deposits from th* pnhlic most of 
the milk in Bombay and np-cuuntry centres have oertain 
arriingcments mth their bantB by which tliey obtain loans 
on the security of of cotton and eloUi, either mami- 

factured or in prtNiess of inanufactnire, " Li some cases loans 
are raised on gUt-edged secoiritks deposited with Imnks: 
in ottumi., only on the promissory notes of the compaiiy with 
tt copy of the resolution pas^^ed by the Board of Directm^/’ 
In most of these cases, however, banks insi$t on the addi¬ 
tional gtutmntee of the Managing Agcnta over ami abov^ 
tho Bttickfi hypotlweated by them. 

In tho iron and Bteel industry wliere the recinire:ment& 
of working capital are very large the problem of fijidh^g 
driance has always been veiy acute. The Tat^ hrou umi 
Steel Company^ hiui once to soek Covemtnent assistance 
for working itfe plant and this took the form of *’a fixed 
loan of Rs. bklis by the Secretary irf State for India 
with wliom the Company depodted an equivalent amoimt 
of ite unissued debenturesIn the sugar industry, on the 
othitr handr most of the working capitisl liaa getierally been 
found from banks and the various of Mauagiug Agents 
which centre 4 the panics ^ Far more Ibrtimate bag been 
the poaitioB of the jute industry: having invariably started 
with large capital, jwt-e mills in India Imve never had any 
difficulty in getting temporary accommodation from banks. 
Tim reputatipu and jrtauding of their Managing Agents havu 
also been v^dmble assets in j?50curiug tlie requisite finance. 
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Oa iiw otlier ti^dp many of the wtvct enterpnees imtl 
fnruiller ccmcer™ Imd m ccmtcnd Le^tvy odik 

ill frecuTEng the ii^^ssukry worlmig capital for tUemeelvee. 
It is not. an exaggeration nt all to Bar}'* tJiftl most of the 
mdustrie^i that have not ImrJ the advantage of an eauly and 
fiiTOumhle start, Jtave to experience groat, difficultios in 
Securing finanee. The Indian Steel Wire Products Ltd-* 
for iTifll^ancOp coiilJ not increase it^s output Lluriug cold 
vi eather of 102?i^S4 mainly due to a ahuftage of wurldi'ig 
capital and the diffitoilty' Itmi eventually to lie rQuioTOti hy 
the tJovemment of Biliar and Ori^aa sanctioning in Augiurt* 
i^2A, a special loan under the Bihar and OriBsa State ^Vid 
to tudiiEtries Act. Even the aound concam of the Tata Iron 
and Steel Ocwni^any had to contend -vritU very soriou? 
fbianciat difficulties for a nnmbcr of years after the War. 
Ant] in the paper and paper ptdp industry the financial 
preilicameut of the chief conoemfi could be solved only by a 
Government guaxant-ee of a pnhlic issue of defaentiirea. Jji tlio 
plywood and tM Highest induHt ry, too p money has been !:iht4dued 
uith coBsiderahle dUEculty: an orIiuju^" nuinulaoturer 
harflly been able to borrow monoy over an extended |ienod 
at a rato within I per cent of the official Bank rate- 

As a nmlter of fact, loaUH have often to be demrly paid 
for. whether They are obtained from indlgenouB bankers or 
joint-stock banks, or as deposits from the public, in the 
tea-gardens belnngiog to individual proprietors, for instance, 
loans ore obtained from anti other iniiigouoTjs 

bankers only at rates vuiying from 12 pet cent to IQ per cent 
{accoiding to the credit ijoaitiou of the borrower} and ei’eu 
then the pertMiial seenfity of the proprietor has sometimes 
to bo coupled with a ujortgage of the garden property. 
Ijoajifr" ohiainod from loan offices are seemed at somewhat 
lowoF charges, but there, Too, the personal guarantee of 
sonic directors and the mortgage of tJie gat^ieue aa collateral 
fiecuiitY are conBidered e^ntiaj. Sometimes Managing 
Ageuta provide for the finance as well as sate of crops of 
i&oiue of tiiese tea-gardoufl, but that only meaua that 
the enterpriser fio financed lose aJl their imlcpendjcmc'e 
in the matter of prod uctiuu* Bale and marketing. Pajrticularly 
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Tuifortiinato la tin? bt of those froncoms whiekp boiiig 
newlv started p cejfuiot approach either the selliag brokjere 
or the loan ofiices Tfiitk tlick liodkited assets and Keiice have 
in Henro^v ai veuy high rates of InLeiost from iiidigcmoxis 
banki^rs who not only cover liifiJr loans by the tlouhlo 
fi^urity of mortgage and personal guarantee bnt alfio inaiat 
oocasimmlly on a fairly largo eQminis.^ion on fatmt? salesJ 
Sot isbonld it be jmagfiied tJiat bdmtries that ace oaned 
and managed by joint stock companies fare better by 
\^ne of their corporate orgatUBOtion. “The realbatiDTis 
from their share flotatioiiS do not enable tlusin to meet 
ah capital reqnircmeiita nnd their dependonoo on ontside 
finance is no lefia marked tlmn in the cose of similar e^tab- 
Uslimunta owned by individual proprietors. Loans &ro 
flinailahle to the comparJlefl onJy when acme diroutom agree 
to pledge their pCF^^onal guarantee as oover. And wlien 
such loans mo obtained iram indigenoiie bankers they oliarge 
the same rate and stipnlato the same conditfona a$ aro 
demanded Qt^m^ and imposed oti» the iudJviJua) proprietorJ^ 

WA^'AOrNCr AQESrS AKD mDCTSTiliAL FIS'ANCB 

We Iiavc seen that Managing Agency iimiB in India 
play an important part in the matter of uidustiia] fmanoe. 

nuUs in India are clepondient largely on tiic standing of 
the Managing Agents for the funds they require much moro 
than in other countries more advaxto&d m banking matteis^ 
and even in eurh industries as juie, iron and steel, coal 
and sugar the backing of the name of a reputed firm of 
Managing Agents generally facihiates acceea to credit. Not 
infrequeatly Managing themselvcfl have to advance 

fnnda in times of difficulty or distress. 

The services rendered hy Managing Agents in tlie sphere 
of finance have nott howovor* been an unmirod blessing. 
Apart from the fact ifuit anch edvikneea os ore mode ore 
ijever disintorcated. it ie notorious that such fiacihticft oe 
tJ^ ordinary joint^todt banks are gituefftlli'' prei^arod to 

£^iiw mnst pvfin in my Indiistriiii EnurprUt in ind^a 
(t.ODduD« erbaptfo^ li PP- 
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oflfer to i&duutiiie^ are fiot u±m^ by tltem, bet'-tius^ m my 
Mamigmg A^nt® thAl this invulve^ by 

tlwi baiiis, lower* their standing in th^ eyw of their 
creditors and tlio Lq vesting pnbliCt and increases the 
dilliciiity of obtaining Ered dopoaits I Storeover^ althongh 
it is Lmo that m times of criaea Managing Agents have 
iuenrred ejctonsivo hisss as a dbect lesidt of Enitpcing the 
mills Trader their control, there have been oases tn whieli 
Agents kaTo eutt^ptitioiialy ti.mied their loons to 
milk into debcntmcB, vdth the result that tlm concerns hoYe 
virtually'' pass^ed into their hands. Hho system of BtaiungtTig 
Agpncy tiiiance may work wieU when everything goes on 
smootldy imd wtien tndnstries are prosperous^ but in timee 
of depression when Drlanaging Agents are oorapelled to find 
more money to support tbem^ it often happens that they 
are unable to oopo with the situation. 

I’hc question of fmanoo by Managing Agents brings 
ufl to another sjTrtem-^he Bystetra of direct ^posits tliafe 
prevails in the cotton textile industry of Bombay and 
Airaiedabad, The syBtem arose owing to tl^e imperfect 
banking developTiient of the country; on tlie one liaudi 
people naturally had mare trust in, and prefcirad to corrGde 
their Baviiigs to, those men m co tnm i inltie ei whotn they 
knew and with whom they could deal wit hout the formalitiBa 
neoasaary in dealing with bonkB; on the other, mill-owners 
were ready to accept deposits from the public because most 
of their ceneerna were iimlercapitaliscd and thay were under 
a moral obligation to ftad tlie requisite worldiig capit^il for 
them. So urosc an arrangement w'bereby the cotton milk 
of BombfiV and Ahmedabad got most of their working 
capital from the piiblio on short-term depodtSi iisimlly for 
six months or a year. 

The rocont depression in the cotton tostiie industry has 
exposed the inherent weakness of the sj’stem of finance 
b 3 ^ direct deposits. In times of etringoncy milk whoso 
Qnancrkl poaitkm k not strong, find great difficulty in 
obtaining dfipoeita, although it k these milk which need 
help; again, tlie tendency of doposttors to withdraw 
thfiir (ulvunces on the fdightcfit rumours puts milk in a most 
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unenYiablo pfidtioji. Tlrey cannot raisct loans okewh^jiie in a 
period of dcpr^ion and thus they alo fawd with the grim 
alternative of cloeuig down entirely or apod big t lijeir credit for 
all time to come by refiiring to pay Lack to the depositoijS, 


Let m now analyse what Ti&ws indiiEtrmlkt^ liold about 
tbe fiotmtrud fncilitiod they enjoyp The nto^t marked diver* 
gence of views appeared in the repJit34i to tlie qnostiDu 
whether exiatmg fadlitiea wwe adequate w hen the Indian 
Central Banking Enquiiy* Committee was holding fte ;fitttng. 
While reprefient-atives of Europeaji Chambers of Ckvuuueroe 
took die view iliat huancto] h^dllties wore tnoro or li:^ 
eommensurate with die ecotiDTiuc development tif Lhc 
country, most of the India^i eutrepreueurs complained thatp 
ea:cept from Managing Agente and direct dnpoaitors^ finjuirial 
acoommodatiou hae always been difficult to iibtiiin in 
India. It was regretted that banks in India did not 
provide fumneo for block oapital for industries and that 
conservatism and timidity preveoted thorn from enibarkbig 
on ike underrating ofindtiatrial capital or at least of lend- 
ing money on the security of industrial shares to any 
great extent. Another complaint was tlmt banks uRuiilly 
insisted on a full backing of tangible and easily realis¬ 
able security for loans aud seemed to take no accofUit 
of tlie pengonal t:iedj^ and integrity of hoctoTvars. More' 
oveip it was pemied out that trade demands g^erally 
net to the disadvantage of industry, having taken the 
liou^s share out of a limited available surphis, and sharp 
ductuations in interest rates owing to seasonal vari* 
iitions in Lrside also handicap indiiElrkil developmeiit. 
The complaint was not merely that industry felt tlmt it 
woa noL rccehing adequate flmmee; it was also that available 
dnanf^ could be obtained only at a very high prioe. 

A close analyius would^ however^ show that many of 
the alleged <lefects cannot be laid at the door of cristing 
EnonciAl agencies. The aigmnent that banks shciuhl provide 
finance for block capital h against all canons of finanum! 
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pfo|*riiety: tiiitiu] block oapitnl shcfulil ftlwi'ayii bo [lut up 
by public or private subscriptiou. and even in Cernaanyi 
w liioli is liebl to be tbe model India should follow, none 
of the banks provide Enanoe for block capital. Tlieir sharo 
and syndioate operations are in the nature of guarantees 
only : they .never supply tlin initial block ospitsil thornaelvc®. 

As regards tlie complaint that joint-stock banks in India 
iuBigt on a fuH backing of tangible and easily realiBiiblG 
security, it is difficult to see how things c^ be improved when 
the aeries of criBea that have occurred in the past owing io bad 
iiMti speculative advances are taken into account. Perhaps 
their policy is a bit too cautious and isoiiservative, but "the 
resirictions imposed by the necessity of conforming to 
eonservativo methods of batiking Lave promoted a heslthy 
growTih wliicU would have been absent fiom any form of 
subaidised aasietanoc iinlfiss guided by a staff of experts 
as in the ease of tlie German cre«lit banka." Moreover, it 
is a foot that the expert help and guidance which are 
available to Gernian credit banks are not obtainable in 
India to-day, and this again is due to the more fundamental 
teason that'scientific and juanafiorial experience in tiiovarioiiB 
lines of industria] activity U stiff rare in tliis country. 

The reason why joint-stock banks in India do not grant 
any long-tenu credit to industiies is obvious It Ls almost a 
truism that good banking presnppoSeas a scries of self- 
balancing transactionB, and henoe ordinarj* joint-Ktock 
banks whose aeset.5 consist largely of customers deposits 
liable to ho withdrawn at short notide, cannot, without 
tucun'iug serious risks, hmk them up in long-term advances 
or loans. It should not be overlooked tliai in countries 
iike Germany w'^here joint-stock banks make some sort of 
Jong-tcmi advances to industry, these particulftr trans¬ 
actions are conditioned and iiiuitcd by the nUituiie and 
extent of that proportion of tlieir capital and deposits whicli 
atu not likely to 1 m* recalled for certain dofihito periods of 
time. MoreoV’cr, Oven in Gisrmany the larger finauoial 
transactions of these banlts {e.p,, the ppomotiun of oompanifis, 
the taking oiver of new capital issues and of obligations of 
oxiatiug companies, the guaranteeing of public loans, etc.) 
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(LTH ctefinitely BUboTdinate to oitlinary comjn^r&bJ 

opcrationij. It is m wonderj Uieji&fare, tlmit Indixii) baiili^ 
with ^1 poorer oqmpment ami aa infinitely more iin^rtain 
mvefitment market should hoeiuto to embark on tog-tenu 
mdiistnal commitmouts*^ 

TE¥. 5tn£lD rou A BOLDEB TOLICY BY BAXKS 

This defence of exisdng praetioefi does not menu that 
all is w'dtp nor does it establish the tlueaia that no ftirtliei 
impirovements eon be made in tlie present state of our 
industrial development- Tlie absence of a real Cetittnl Bank 
wits the mo^ foonidabk drawback so long and the Bysteui 
of dual responsibility of Ibe Govemmetit and the Imperial 
Bant of India whieU existed tmtil recently was Inr fmm 
satife-foetoiy- 'Ibe newly ostabUsbod Reserve Bank of 
India jj^ expected, by a mobiliBation of the banking and 
ciAttenoy retfO^irocBp to mitigate the evils of a fiuotualifig and 
high price for the use of credit available for trade, industry 
and agricultui'e. And the existing joint's took banka tvill, 
it Lb hoped, now he ahJe to meet the fijiauc-ial demimtlB of 
mdustrj* better by Tirtue <yf the increaso^t fadlitics thny 
would he getting from tho Eesr^rvo Bank through the 
re-difloounting of bills. 

A bolder policy should forthwith be adoptetl by the Imper¬ 
ial Bank of India and some of th^ more imptutant Indian 
jomtr^tock hanks. Now^ that theReacrre Bank Ims been estah- 
liahed, the lmj>erifll Bank of India has been relieved of a 
number of important staintory reRponsifaUiti^. It Rliould 
forthwith start making a Burvey of tlie inanoial needs of 
various induBtrifiS and ako oommeiioe doing the German type 
of milled busmess. More than any other bank in IndtAj 
it tins got e^ijerience aud on cstahlidied policy and tradition 
of sound banking: it is most adiniraWy fitted^ therefore s %0 
take upon its shoulders tlj^e biirden of doing some real 
industrial banking- It need not act alone, hut it must take 
the lead and sot an example to other hanks ^vliich are 
Btrong enough to follow' in its fbotstepe. 

^ nn? ven in my IndiOtriQ^ Eutvrffri^ tn /nifra 

(LoiOdDii^ 1038}p rhA^rtnr tT/uf jin «>ilumB.d.vA 
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It will W necesiS&ry for the IncU^ entrepfeneur to 
change Ilk ouitixrk. Tins habii of tbo avoragei iotlLui dealer 
or eDtFepTenenr to resort by pitefetTeticse to the ^hmjf who 
aitE in a littte bsKaar ^hop rather than hinifielf 

to the tnquirieft, the regutarieed procedure and (tie ho 
believer) the greater rkka of a joint-atock boiik a 

gdUed eo Ttyi tj^r and a uiiifonDod poou iri the doonray ** 
mufit be abandoned. How <5iwi the question of lending on 
the personal aeouzity of the borrow^er be even put forward 
to a bank wiicn ho (the borrower) is unwilling to tdl the 
details of his buainesa to his creditorl Ev^ in the We^t 
the granting of clean credits is ooufinod to big finns of 
Ei&dispated standing. As things stand, a long time must 
elapse before tlie undoubtediy weaker banks of India are in a 
position to grant ckan credit to the average entrepreneur. 

Another method whereby the problem of industrial 
Onanite in India may be partially solved k by evolving 
a typo of negotiabk metrument which wonld be aocoptable 
to all banks, the value of which would not depend oxclimvely 
on the b~tanding and respectability of the borro^ieri and 
which wotiM bo gomfithing more tbim more paper. Such 
an instrumoiLt k obviously the commercial hil], but in 
ln<iJa the method of obtaining money by dkoouniing 
commercial biUa ha* not been properly es:piored yet. Until 
the Reserve Bank of India ^vas cstablkhed, a very real 
difficulty stood in the way of developing a good bill 
market in tliis country. Banks were reluctant to discount 
bilb because tliey could re-diaooimt them only at the 
Imperial Biink of IndiUi and they did not like tiiat ibe 
said bank, their rival so far ae <?omm(STcl3iJ bmdness way 
oonocmed, should know their hiU portfolios. With the 
ostab!ishDic[il of tlio Reserve Bank of India and tbe faidlity 
that iili banks now get to have their bills re "discounted at 
the Reserve Bank, this difficulty should disappear and it 
fibould be possible for firms to obtain credit hy the convement 
methiKl of getting their bills dfecounted. 

The problem, however, b lo make the hifi represent 
cometb^g suhstantinl—real vidua in iion-petwhable, readily 
saleable goods. This can l>e achieved by basing the credit 
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aystcm on vsluahlfi and liquid assets siich aa bonds, sharos 
and movable goods. In certain, oouuirias (e.g. Java) where 
no true money nifuket and no inland bills esiKt, loans and 
ftdvaneca ate made agaiiiEt woiehouse warnmls or ware' 
hoii^ ret-dpts Teprcscnting such assets, IeuIIs, kn>, should 
develop the method of lieenecd warchousiiig: firms re* 
qniiing tcmporatj' acoommodaitimi should store their raw 
products or monufitcttired articles in these warohouifes, arid 
the Tcrtsipls issued against them should be used as coUnteral 
for loans which comiuercml banks are ordinarily able to 
make on the strength of ooveied bills. An organised and 
^‘timuugcd system of warehouaiiig should enlarge the 
basda of credit and £icilitate the grant of short term 
advances by IkuiUs to induBtry and trade* 


the case Fon a STATti'AtDEn ixovstIiiai. uane 

In all ilificuEsions about indnstrial finance in India one 
pybit has always been urged by politicians and businesB- 
nxeir; it that' uu Industrial Bank should be cstahliehed 
by Govemment to finance new industries and also to help 
BDch old industries as are intrinsically sound* but have 
fallen on evil daya for reaaons beyond their contioL The 
argomente advanced in favour of Kstablishing sncli on 
institution arc ntauy and variotiij. Indian capital, it is 
said, is shy and only im JndustriiJ Baitk eouUl mobilise 
it and turn it into pr^uctive.cbftnneU of investment. Such 
Ui bank, it is urged, would be of immense benefit to the 
country in guiding its industrial developmont on eoimd 
linea, '’It would lie able, by its experience and knowledge 
gatheieil from all parts of India and tabulated by a well- 
equipped inteUigence department attached to tlie bank, to 
act as a guide and friend to all industrial couoema in India, 
roung and oid. It would prevent uuoconninical and wa&te- 
fui efforts to start industries in places where there are no 
ptjasibilities and it would itself be Ui a pomtinn to fiormulato 
aohemes for industrial development besides analysing and 
exiticiaiiig pcopoaitions pluoed Wore it forfiiuinoial assistanoe 
Rnd aupport.** The estahlighmont of an Industrial Bank with 


rSDUSTRlAL FIKAXCE 


105 


Govf^muiE!!]! {mrticipittioD iil dmxc or delijefitriirCi capital^ 
cr GoT&mintfiit guiu^tteemg interest on ita di^bentnirs, ia 
cixpectcd dbo mspiiti L'ooifidfmc^ in the mvetftot 
to iiivewt in a&cnirities of an indnsttiiU jmtxite—oemfid^ce 
that is singularly absent in India for a variety of^reasona. 

Xow, certain genera 1 abservations on the project of Eiudh 
an IndnMrial Eajik or Corporation will not be oiu of place 
here, A considerable proportion of its share or debenture 
capital will have to he taken up by Goveniiiiont> or interest 
on ita dolMntures will have to he guaranteed hy it, 
tiuarieial participAtioii of thb nature by t?iie Statu is of 
doubtful utility and it b Important to rce4)gn[se that If 
Govomment participateii lu, or guftfanteos, the capital 
issues of such ik bank* it will liave to encroach on 
uHhini which should properly bcloug to private enterprise. 
Xor should we forget that in India industrial organisation b 
still backward and the range of choice for inTe&tments liiiuU^. 
ThiH&e who pin their 1 aitk man Industrial Bank or i.k>rporfttioK 
teml to forget that of tbi> hundred and odd banks which failed 
during the six yenw from a large i>oitierLtage waft 

brouglit down by mre^mentife in iuduslrial enterpriser. 

The fact is that the atartiiig of jmiufttries is never a 
bauk^ft aflsur: an enterprise that waubrt accommodation 
must a certain mmiinum of liluck capital and 

working capital hefoie it can hope to get help from & 
bank. Moreover, it is sheer f™Uiardmesa to overloak the 
fundamental economic fact tliat^ with an cflicient Investment 
market lacking, no amount of State guarantee can make 
a b ank of the proposed type work successfully. ’What is 
really needed an energctiEi body of entrepreneiLTs who 
are proiiared to riak tlioir tyvru money and stand on their 
owTi feet, t.e., without auJisidy and withnut protection of 
any sort. It iiliould not oIbo ovorltKikcd tliat condition 
for the devcloptuenti of industrial l^anks is that tliere should 
first he a large and efficiani oiganisatiaii of ordiaaT 3 ' deposit 
banking in tlie conniiy. No form of batddng can develop 
and Nourish except througli on organic growth, and w^iiile 
the natural desire of Indians to aceeJerato the mdiistruil 
d©veli>iviiieiit of the country Is perfectly unden?taik!ablo, we 
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moxiQi iiffiyni to filmt our eyes to realities, nor 
ignore Ujk striun that any bolste^-up sclierao is likely to 
mipuso upoD the ecorLcoBHJ m^hine of thB county. ‘ 
iielji ifl oertnialjr useful and. should be osploited u'jiii profit, 
Imt the natural movomciit of economic forces canoot algo 
ligtiily ignored, 

CEOVCLCSiOi' 

Tlie important point to rememhor is that the prold^ 
of hiduslrial finance is a problem not only of tlie nMbUity 
of the financial resources of a country but alao of tbcir 
quantity and quality. We may complain loiidly 
tliat indufitiy doce not always get the finance it reqta^ 
at a lensonnhlfl price, but aa long as the earning capacity 
of the people, tbdr will to save and the mcenu™ to 
sa?® remain feeble, we cannot hope for any apprecinUe 
improvement of the present situation. Firstly, India 
is inherently iM)or, which means that there arc twt many 
in the countrv who have a surplus to save. Secondly, the 
desire to save b conspicnDUsly absent among oertain 
da^ and, oven where it esbts, it b diverted to wrong 
and improfltablc ehannels. TinflUy. there are no iimtitti- 
tions m India which can mate a sdentifie study trf the 
character and mentality of the admittedly ehy poUaitial 
investora and present industrial propositioiis before them 
in a really attractive fonaa. UntU the problem b tackled 
at these ends, all induetiinl venturea are likely to founder 
on the rock of so-called financial difficulties. 

The close eonmection betivecn mduatrial finance and 
indufitrial inanagcment should nijt also be overlooked. It 
i$ a fact that the gross miainariflgemeiit of some of our 
iudustriai eoneems has been directly respouaible for the 
general fihynoat of in vestors and has accentuated the recent 
financial d'ifficultiea of some enterprises. If those who are at 
the helm of industrial undertakings to^^ay would manage 
them marc efficiently and wiiJi a greater degree of honesty, 
many of tlieir financial obstaclca would readily disappear. ^ 

% lytfti'LiH Bit, giv en in TH? JndiW/riot Enltrpfiic m /rU<M 

{tiouitcin. 1B38). ChapM* VUL 
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nCDUSTfilAL LABOUR Df IXDIA 

By P- P* puxAi, PiLD. 

fiUmialumcf Labour Ojjhs^ Xndiun Mmnch^ Ntu^ Iklbi, 

1 

i-ifiM of fqij ^yirtTi^liffliii on-—The remarkable developments 
lu tlie apliere of mdtistrial production wbidi oiiaracteriaed 
iudifl'a eccmomm life diiTiiig the quarter of a wntiiiy 
bave been ilcalt witb elsewhere in tliia eexies of essuyu.. 
In onlfiT^ howeyerj to provide a background fbr our 
atndj of th& problems cormeoted with industrial laboitr, a 
short sum Diary of the presaat situation aa regards industrial 
aetiyitieii may here be attempted. ludia is an agncnltuml 
country^ but the mture of the eropa sown affords a clue 
to the linee along which indufitrialisation lias advanced- 
A tenth of ihe Imd tilled is under cotton, acd the va^£ 
□veiioe area^ of ilia norUt-esst uomei' of the peninsula 
covered during the reason with waving helda of jute. 
This growth of cotton and jute has !c^i the way to the 
creation of a great textile induetry. Theie were^ m t?»36p 
370 mills equipped for the ruantifaotnfe of ootton j'am 
and cloth, with over 0-S million spindles and 200,000 
looins: the number of operatives employed daily on day- 
shift work only was approximately 418,000; and the capital 
investment tu the mduatry, mduding aharo capital, deben- 
tum. loans atid depoalta, may bf ^dimatod ae being in 
the neighbourhood of Bs. 15 crorcs- An equally impre^ive 
tale may be told of the jute industry : there are just over 
100 jute ynillfi: in India, the majority of which is situated 
in Bengal. At the begiuning of 111313 there were in Beugid 
alone about (11,000 Looms and h2 najllion spindleef the 
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aviertigG dakUj nmube? of ^lallr1s omployed wiift over 54^,000; 

over Iten eroreb liave been iavestctJ in mdustrj' 
03 akoTe capit&l imd debentures ulone, not to tuentioo 
capital iuvealmentcs from other sources. Jute tnanufaotinea 
in value repnysonted 14" 0 per cent cpf the total es^jorts of 
merchandhjo from British India in the year 10:13-34, and 
14-2 per cent hi 193^35. Cotton and jute lextilefii however* 
do not by any means e:xliAust the list of Indin'^s industrial 
achievements based on agricruitiire; and iia fotllLer illustm- 
tinns of the waj* in which tJie cropa grown liave led to tlio 
crreatioji of c^mapondiiig mdustriee may he mentkinfid 
"tlie plmitadon mduatrics'—prinuiiially tea and rnhberp 
the jiTodtiction of which came to 4(>8 miUicn and 37 mil¬ 
lion Ibdp rcapeotiveiy m 1934. Ih-omineut meation sboxild 
also be made of the great mining industries of the country 
(particularly coal-miniiig which gave employment to over 
229,000 persons La 3 034); the total minend output of the 
country w^ valued at 24 millions f^tcrlLng ia 192Bt and 
even in 1^34 stood at about 1^ iniUions sterling. India 
pogi^e^^, lieridci?^ flourbldng iron iind ^teel works, fouiidiier^p 
railway workshops (which einploTefl over 104,000 peirona 
in 1034). dookyarde* tarnieries and leatlier factorieSj 
petroleum rehoerie^, and rice milb, Impre^ive ndditiDiis 
to India's industTial equipment in recent years have fiecii 
the sugar mdubiry, the numW of factories engaged tn 
which rose from 45 in 1929 to 22a in H+34, and of work^ets 
from 15,076 to 05,023 during tho mmo period, u^hilo tJm 
production in 1934-37 was nearly 21 udlUon uwts.; and 
the cement mduBtiy, tlie produetiun of which, in the f^anm 
i'car. amounted to 907,000 tom {the recently formed 
Indian eement meiger—the Afisfreinied Cement Compaiiies 
—has a capital of 6 ororea of rupees, and b f>aid to Imv© 
a producirve ijapadty of 1,405,000 tons per year). In a 
lesser category are the paper bidustiy, omploying a caiutal 
of abont Ra. 3^8 croiea and produolng 962,060 owta. in 
1935-36, and the match indnatry. Altogether, India has 
definitely taken rank as a maniiiaoturmg eoimiry, mid tJin 
CouncD of the I^eogne of Nations ims Included her among 
the B States of ‘'chief mdiLetiial importance” in the world. 



IXDUBTBIAL LABOUR i09 

Estimate aS iadtiatiial popolatioa.—tut tmn &otA 

these abutidatti indicatioiiB ef induBtria! progieev the 
li iimnn element involved in the processes of production. To 
form Oil estimote <tf the numbers engoyed. in the various 
pnoductive processes, a refetonce may be made to tlio 
ocottparional tahle in the Census Repori; of 1931. It is 
pnoogh for OUT purposes to cull a figures from 
ttiia statement. Out of the total ]>opubtioti of 351 
millions recoided in 1031, 123 miUioiis are reckoiisd os 
“euEners*' and 3« millkuis aa “workitig depcnflants.’* The 
total number engaged in cultivation, unth its Enbsiduuy 
occupations, is 103 millionsj of whom 97 millions, including 
about 31 uiillioni; of agricrultural labouiecs, are aotun) 
workers. There are. besides, about )■” milliun acitiaJ 
workers engaged in tiie cultivation of special crops, of which 
over a miUioti is employed in tea cultivation alone. Tlie 
extraction of metallic tuitl rion-metailiQ mluerab provided 
employment for 4(11,000 perscats, of whom 3441,000 u'enc 
ootuai workers; industries for the colosai figure of IT'S 
millions, of whom 13-3 miUione were actual workers; ami 
transport for 2-3 imllions, inoLading 630,000 octuaj workers 
employed on the roilw-ays and 302i000 actual workers em¬ 
ployed on transport by water. These figures axe sufficient 
to show thjit Indiana working population is much larger 
than that of imy other countiy in the vi-orld ; but it is welt 
to remember that tliey cover all kinds of industxial pursuits 
carried on both in big fsotories smi tn smailor tuiitB, The 
number of workers employed in “<HEfuiised labour” is 
estraordinarily low for a population the size of India’s, 
The total figure for persons oceupiud in plantations, mines, 
industry i*Ttd transport in 1921 was over 24 millions, of 
whom only 2- 7 millions wore employed in mmcs, plantations 
or oi^anisod indiistrlsi establishments having 10 nr more 
employees. The total figure nniLer the three same heads 
for 1931 amounts to 29 milBons, and if labour in similar 
estabUshraents is in the proportion, it should have 

been about 3 milliDDs Iti 1931. The census authorities are- 
of opinion that probably 5 rmliions may bo taten as the 
figure for organised labour in India til 1931, as the figure 
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normalJy avaibbit rrfeia oaiy to tlu> daily attendance In 
registoiwi factorifie. Tbfi statfetica of iiuder Uie 

Faccorks Act in liHJ5 show the average daily number of 
opetatires attending lactoriBu dining the year as 1,610,932; 
tb? average daily number of peisoiifl working iu and about 
ti'A mines regulated by the Minea AjCt in 1935 waa 253,970; 
and to th^ mfly be added the railway workers, numbering 
about 700,000, and the plantation workers, numbering about 
a tnillien, For the puipoaea of this study, the total of these 
figures may be taken as representing the strength of 
organified industrial labour in the country, or at least of 
that section of oiganiseii labour regarding which definite 
information of some kind is available. Nor ta this tabour 
force ao very widely scattered as ono may he toniptod to 
i mpgitiR Jram the vast extent of the country. Abont half 
the factory population is concodtiatod in the urban and 
suburban areas of Calcutta and Bombay, while up-country 
manufacturing towns like Ahmedabad, Cawnpore, Jamshod- 
pur, Madura, Coimbatom. as also some capital citiea, as 
Madras, Delhi, Lahore, Lucknow and Kfigpur, aocount for 
a great part of the rest. The coalfields of Bihar and Bengal 
ami the plantations of Asaam and tho extreme south of 
India arc uaturally the centres of the muung and plantation 
populations reepectii'cly. 


IX 

Ijibofir anpply.—Otic would expect that India, with an 
agricultural popnlatinn ^'greatly in excess of what is loally 
teqniicd for ilie thorough oulrivation of tlie land," would be 
able to peovido au abundant soppJy of industruil labour. As 
a matter of fact, biduntriaJ labour has always been ahuO! 9 it 
entirely recruited finom the agricultural areas. Tlisre is a 
growing dIosb of agricultural labourors who possesa no land 
of ihok own, and with the inereasitig pressure of poptilntioa 
on the land, a great many of them arc oompeU^ to turn 
to indtistrial avocations for gaining their livelihood. To 
these should be added the Bmailholders deprived of their 
strips of [and through the operations of the money-lender, 
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tho rent-colIe«tor, or tbc t^iS'gfttliorer. Aiiotlier stream of 
labour aupply cornea fiiom the brc 4 vk-up of the old villsEe 
OEgaiusation which forcca the vilLige artisan a mid njeniala 
to hotter their position and proaperta by eoeking employ- 
mont in the whan aroius. In spite of these prolific aonroes 
of aupply> Indian mdufitry^ until just after the War, waa 
Diced witli a shortage of labour, wJueh easily became acute 
epidemuo seasons, as, for example, during the plague 
of l#5)d-97 or the infiueii 2 a of IB18-1&. During the t«st 
15 yeaiUt however, the tide has turned, and to^Jay [>oren- 
iiial teotoriea hove passed the saturation point as regards 
labour absorption and there ia increftsing unemployment 
among indufsteial workers. Labour in tJic radnefi and on the 
plantations is a case apart, and these iiiclustriBs tmdeinably 
continue to experience some shortage, especially during 
jiiarliouleu' £iea»ons- It in, howevcT's not likely lijAt-r in tbit 
near future, there will be any shortage in industrial bbo^; 
the rapid additiouE to the population, the growing 
unpoveriEhment of rim bud, the development of eom- 
mimtfaitionH and tluj spread of Tmowterlge, the steady 
iuiprtjvemcnt in factory conditions, all contribute towards 
BweUing their lahts. Kor, except in a few caaes. has 

now to wajid^r ftkt afield from Iu3 factory for 
coUeeting hb labour furce. The snialler industcbl oent^ 
relj* on. local and Burrounding rural areas for tiieir supplies 
of bboiir, and it fa only centres like Calcutta, Bombay and 
Joniahedpur that liave to depend on importataon. Ratnogiri 
and the near-by Deccan districts are the recTHiring fields 
for Bombay, whfie Calcutta depends hirgely on ^ar. the 
D. V. and Madias- Jsmahedpur also, created as it was out 
of the virgin fotest, depends entirely on outside labour, 
and the heavy demand due to the tupld explosion of its 
industry has compelled it to recruit ite bbour force from 
almost every Province in India, though, naturally, the vast- 
part comes from the neighbouring Provinoes- 
While the supply of bbour in factories hae been ample 
during the lost decode aud a half, certain difficulties are 
still being experienced on the pbaitations aud in the miiH». 
The South Tndiikii plantation* do not seem to have suffored 
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from aiiT df^lv of lalwur, but in and Bengal 

conditionB are dififerent, in tlmt. tlio plantationH tJicro hnve 
to focniit their workers from fnr-oflF areas. Snpply of loeal 
labour, exeepfc to a small oiteirt in the Siimia Valley, ia 
negligible, and recniftment has to be earned on in Bengal, 
Bihar, Orissa, tli® Central and the United Provinces and 
Madias. A measiire of the difljculty of secviring odequato 
labour supplies for tjie phuitationa is tlve fact that in the 
year 19347^35—a bad year for the tea mdtiatry.—18,764 
laersorei were recruited for Assam as “assisted 
and ijiBinbGrB of their families, at on average lecruitment 
cost per adult of between &0 and 90 Tu|>eee. The misea 
draw on the near-by aboriginal tribes, wliich ure tnaioly 
agrioiiUuial and therefore easily attracted by the offer of 
land fw* cultivation. During recent jiiais the iminbeT of 
noh-aboiiginEil miners has been on the ineiease, but the 
supply of labour is still hardly adequate, though partly at 
[iMist 'this a due to low wages and badequat© housing 
accommodation, Workers of this class often return to thohr 
villages for their sowing and harvesting, and for ilidr festival 
Bessons, One of tlio reoaona for making the abolition of 
midorgroiuid work for wxnnen gradual was tlie ueoeasity 
to prevent a crisia in the industry by a sudden eborbige of 
lAbuur. 

The agricolinial bias.— ^It Los been said that the Indian 
industrial worker is an agriculturifit by temperament and & 
fflrtoty' employee only by necessity, The Whitley lieport luis 
succinctly enmnaarified tlie attitude of the average industodal 
worker to tlie factory by comparing it with that of English¬ 
men who have come out to India. “Tim Indian fiictory worker 
is in most cases a man who hue taken up definite work tn a 
pbeo which he does not regard os bis own (in many coses 
(yven its Imiguagc ifi foreign to him], who cherishes the 
hope of retummg to his country now and then and of 
retiring there ulfeimately. Be is, as a ndo. prepared to 
abandon the factory if work offering adequate opportunities 
becomes available m his native place or if the dimi^to make s 
serious inroads on hb health." "Talk of his village/' says 
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Margaret Head, “to h factory worker doing monotonoua 
viork among noisy mochineTy and Ida face Ugitte apt and 
tlioiigh tUere is sadnees and the look i>f tii© exile ui lu® 
fnee, it is obvious where his heart and most of his thoughts 
«re,“ Til© workers’ contaot with the Tilk^ b elw® and 
oojisiaiiL in a great many cnsesj whilo with a few it is 
more peycliofegical than tea!. This does not, howwver, 
niean that the Indian factory worker is eesentraJly an 
agiiciiliurat. Tlio numljer of feotory workers wlio hnyo a 
dh^ctf intotwt in *griuiiHinT& is far generally 

euppoircd^ tlioijgh large tiiiEilwia nf them keep it Imoio mid 
the members of their fatnUy in their villa^, remit a portion 
of their \ragB8 there and retunt there poriodiesUy to look 
after their affairs and to obtain wat from the strain of 
faotorv life. In tlie seasonal induatries there is an mtLHiat.e 
tionucation liotwfeea industirial and agrioaitnrai work, aiid 
in till- cttUieiiies, too, ihsre b * substantial chiss directly 
intorested in ogiicnltnre. But the perennial factories wliich 
offer work throughout the year are now able to eommand 
a crowing number of craployees who form part of tlie 
permanent urban population more or loss dissodated from 
the land. In AhmedoUd, for example, full 3*) per cent 
of the working'Olass populition are permanent factory 
hamls. though in other idaoes the proportion may bo 
somcwdiat HmaUer. Such contacts with the village, wliile 
tiiey eioreiee on enormoua inHuence on tho health and 
outlook of tho worker and providfi a sort of ^inployinent 
(in cl sidaiosa msurance, ami a stay-by in tim^ ol strike, 
have tho disndvanlage fcom the industrial point of view' 
of being responsible for tho large kbour turtwim:, the low 
labour efiicicnoy, and the slow progress of uniotiiam. To 
(iic important question whether efforts should be (hrected 
towards buildiog up an industrial population divorced 
from tlie villages or whether the esisting contact aho^ 
Im maintained and Btinmlatcd, the Whitley Gommiaaion 
ban given the categoric reply that t he luik with the village 
is a definite aeaet and should be enoouiaged and regularised. 
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Labour Efttcxectcj-—MiUiy a hanl word been said al>eut 
tfsf 3 Indian workers' taok of effifleiioy. 1 kaTc elsewhere* 
dealt with Sir Clement Simpson's equation that 
hands in iin Indian cotton spinning and weaving mill cire 
equal to one hand in a BaneaBhire miLl , and Sir Aiexamler 
McIlobett*& statomuut tlm-t the English worker i» thieo to 
four times as efficient m tlvc Liduui. Of 21 pioee with 
bind of caleiiiAtian is Sir Hcirtuufiji Jlody'a evidence before 
the Whitley Commission when he said: "'Itfc Japan a weaver 
minds six looms/ and efficiency there ie per cent* In 
China a weaver minds four looms, and effideney there is 
W per cent^ In Biimbay a weaver minds two Jooms^ and 
effieienc}' is 80 per eent+ Caloidated on the bams of Japan 
and diina^ a weaver in Bombay h paid between ^200 and 
300 per cent more than a TiTeaver hi China or Jsparu” 
Commenting on Sir Clement esthnate* Dr^ 

Gill>eri Slater luis pointed out that the diffbmnec of out- 
pal dxic rather to the greater ekeapne^s of iIlo Indian 
worker os compared nitli the Britisli worker^ than to m- 
efficiency in the Indian worker, ”ln Lancasluie it is worth 
while to put only one worker to four toonis because you 
save three workers* vi^ges. Eut in India the wages nm so 
small timt It ia not worth while to save that amount at 
the expense of running the looms at fi. lower epm!, nnil so 
the real diSerenoe Iwtween the effieienoy of a Lancashire 
and a Modroa operative ia very much erver^tated by the 
ratio of two and two-thiidfl/^ On the other hond^ Sir 
Thomftfl Holkkrid bears testimony to the superior effislenoy 
of the Indian worker- "With Indian labottr, yon can 
tuokle any industry for wtUDh the oonntry h suitable. I 
bava seen bbonnsrs at Jamshedpur who oniy a few years 
ago were In the jungles of the Son tala without any edir na¬ 
tion. They are now handling red-hot steeJ bisrs. turning otit 
rails, whisefs, and angles of iron as dHeijEuil^^ ae you oau 

*Seepp+i07-^0&, ZaiJ, S37-230, Ecmvmic Ctmditiiyn*in India^ 
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get it (lone by fwi Engbi=Lh Libourar."' Mr, T. W. Tutvriler, 
fbnuerly Geneml Manager at Jamsluodpiirp Is af opinm]] 
ttiat Tndian labtiur c^a be tramiM] to repluee almost every 
kind of foreigti imported labour. 

Effeeis o! Enviromneiii. —There is no doubt that* generally 
speakings Indian labour la not aig efCelent as it might be+ 
Firat of nlU unlike mdustxUU workers in otter countries, the 
worker liene ia brought up in a rural oirrironmont, and does 
not r tborefore, p<mefla that keezmesa of oiini'l auti eye enjoyed 
by tiiod^ brought up in an indiw^trijil atmosphere, Thai this 
Ia a remediable defect b ahowti by the ekiU aiid iiitelligonoe 
of the Bomba}' and Bengal operatives, which were noted by 
the IndlAn Industrial CommiRSion^ jind are obviously due to 
the fact that these i^vinoe^ were tJie liral homes of modem 
hidufitries in India. Among the general factore wliich 
eon tribute to a lower effipiency is the omenating climate 
of the country, uiucb creates a strong disinelination to 
manual labour. The ^veaker physique and tower vitality 
of the Indian worker which havo caused turn to be laljclied 
ineffivient have been asoribed by Major Nommii \MutCp n 
former Sanitarj" Commissioner with the Govemmoiit of 
India, aa due to removable pathological eamjes sueh. Aa 
malaria, hookworm infecUou aud tuberculosm.* Recent 
mcperimentiS have shown that the output of labour wliieh 
has been treated for hookworm infection has increased by 
as much as ^5 per oent; and this surxjrising increase in 
efBeienoy Ima been accompanied by a reduction of disease 
of all k ^ n dsi A campaign for l>ottfir public health and 
aanitatiou has therefore to bo inilia tod at once, and that 
not only in the indiistrial areaSr In the rural regions wMcU 
are the reenutiug centres of labanTj we find the eaine 
appalling iguomnee of the laws of public health. Enquiries 
made in 1&33 by Sir John Megaw, formerly Director Geneml 
of the Indian Medical Service, showed that (1) India has 
a pCM:)Tly nourishCHd popuktion, only per cent of the 
people being considered fit to bo classed OS weli-tmurishoi! y 

p. )fi, Hepvri of ih^ ifviian ItviiiMrioI HJIS, 

* Appoiwiijc L. B*^port tf laiH, 
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(3) tho aveiagier ispan of life is hs^ liiftn hxtlf of whist it iiiiglit 
be; (iS) puriods of ffsiuiiie or fcarciity of food luivo been 
Doonniiig m one village ont of every five during a ten-year 
period in whleb there haa been no exoeptional Ikilim of tba 
r&infl; (4) in apite of the esce^^^^ively high doath-raite (2^2*4 
per in 103^) the population is meroaeijig {the l>irth“ 

rate ki 393^t was 3ck5 per mih) mnoh mur^ rapidly thmi 
the output of food and oCier ciuiimoditief^; (5) motheiiiotid 
is forced on girk too early in life^ the Tnatetrud mortality 
rat^ is aa high as 24 5 per milk,, and the infantile mortality 
rate 170-5 per mille; (6} epidemii;^ of cholera^ plague ami 
aumllpox are eommonplaco cfccrtmence^, and malaria k 
constantly present throughout the greater part of Indian 
and [7) worst of all, there is little evidence that the full 
gravity of the situation lias yet been reaHsod. Nor are 
tliere toSioiTOti edueational bciiltiea for the worker and hia 
chiJilretu The Console Rep<)rt of itl5X aUoii^ that the litctutes 
per fuiUe aged 6 and over were only 35 in I93h The late 
Mr. G. K. GokiLale one® suggested tlint all feetories employ¬ 
ing not than 20 children should be ooiui*eIieil to provide 
for their foso education, hut ths st^gestkin has found little 
popularity with tho employers. The principle of compuhory 
primary education atiU renitiius tuiapplied to a Jorge extent^ 
though tho ex|^rionoe of tlie Bomlmy ^lunioipality in the 
ti/^o labour wiiiids of the city hm yifildod very etuJOuraging 
cesult^. Tlie Wliitley Report has omphasised that tlie 
Indnairial uvkrd]^ of umnldpiilltiea hav^ a npceial olaim in 
the matter of tJie introductiaa of contpulBory education^ 
luicl it k to t)e hoped timt the auoueea of the Bombay 
experiment will inepite other industrial areag also to under¬ 
take BiaiUar aotion. It may here be remarked iluii com- 
pulfiory eduDation in Bombay stops at 11 years, while the 
minimum age for factoiy employment ia 12 yeais» and 
that the interruptioii ciauaed hy an idly spent year botweeii 
the ages of II and 12 k likely to jeopanikt^ the results 
already acliieved. Tlie IX.O. k now pleading for raking 
the minimiim age for mduatrial empIojTiient to 15 yettrs, 
and for a consequent miring of fclio upper limit for com- 
pukory education; and India abo* in order to keep abreast 
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of the world, will hflvo to advance lior age Uouta in tlus 
diroctitni. 

Due of tlie epecial oauaes w'liich atfconjit for the com¬ 
parative mcfficiencv of the Tndian worker k the nnduly 
Jong daUy i>etiod of work. It k true that it has bwn 
shortetiod to nine iti the day by the FactoiiM Aot of 10J4( 
but even this is too long for a tropical country, anti much 
of the Ustiessncsa and “loitering" of which the Indian 
worknxan b accused to-day may be e;Ki)Unicd, in the words 
of Dr, T. M. Kair. “ea a devit* to reduce the intensity of 
labour as a safeguard to the worker’s physical Tvell-lxeiiig. 
Tilt world-demand lo-day has advanced Erom a 4fi-hour 
week to a 40-hour week; and recent Inlemational iiabour 
Convetltionii are trying to give effect to this lower Uriot. 
It b to l» hoped that these oircumBtanoea will induce the 
Govetmueni and the employcra in India to roccn^er 
the recommendation of the Labour members of the Whitby 
Commbsion in favour of a 48-hour week in tbb country. 
Tlic level of Indian wt^es, further, b very Imv, and does 
not enable the worker in the lower income-grtuiiB to meet 
even, the elementary needs of life, the moutMy eipenditunb 
on food alone being about 50 per cent of hb earnings. At 
the Waahmgtoii TcxtHe Conference of 11*37, Mr. E. E. 
Bakliale argued tliat it is poBslLla to improve w ags Htandanls 
in India without affecting the competitive efficiency of 
induatiy, pointing out that the actual labour costa in the 
Aiimeffiibad textile induatry, where wages ore the highest 
in India, are lower than in the City of Bombay, 


j.inoa oj remedial action.—Summing up. the explanation for 
the preaent mofficiency of the Indian worker lies not so much 
in anv inlicretii defects of character as m the oaturis of Ids 
moml and material environment.' The IndiftiiTnduetrial Com - 
mission of iPlS observed, and the Whitley ^mmission has 
re-emphasbed, that the inxprovEmctit of efficiency depended, 
inter alia, on the foUowTiig feotom; “There b substantial 
agreement between the betft^informEd witnefisea that the 
‘On Uib poinl, » H«mU1 BuHet, Frattef»^ o/ IiufMtOy in rta E<ut, 
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remedie? for tHift state of affaire are a riw in tlie Ktandard 
of oomfort and an imumveineTit In public These 

ends ean be attained only by education p improTod hotiaing, 
and a general policy of bottennent* in which an crtgaaiy*' 
tion for tbe care of public health must play o prominent 
part. If tire ohiMren of workete are provided with eduoation 
under tolerable oonditicna of life, a new generation of 
workers ivill grow up, who will learn to regard mill work 
a 5 their fixed occupation. Bettor housing is a most urganf 
tieoeftsity, especialJj in the largn congested induFtrial citioR. 
Faculties for health, amusement, shorter houre of work 
(though a TOditction of these may for u time decneaso 
output], and other measures for economic bettemientj sucSi 
as cheap shops for tho sale of articles required by the niill- 
hands, and oo-operative fioeicties. are almost equally 
important. The conditions under which industrial operft- 
tives live and work in this country ought, if effideuoy bo 
aimed to approxinmtei as nearly aa circuniRtanoea 
permit, to thoee nf temperate dinmites. Conlinuous factory 
work in tie tropics is, at certain scaaona of the ycsir^ far 
mofe tiying than similar work in northem couutrie^. "^Thn 
needs of domestic Eanitation in large towua am most press- 
ing. The problem, not only on moral grounds, but aiso for 
economic Feasons, must be solved with the least avoidable 
delay, if the exulting and fnlure mdustriaB of India aro to 
hold Ihdr own against tlic ever-growing cempetition, w-hkh 
will be still fiercer after the w^ar- No bidustrial edifijce can 
be pemnmentt which ie built on such onflound foundations 
thogc afforded by Indian Labour tmdor its present 
conditions.'* In all these dimodone, a etart has olr&ady 
been made^ but how tantalisingly slow is the rate of 
progress t 


TV 

I^hdur legisladoa.—The earlier attempts of the Government 
to regulate the conditions of labour by legislation wore not 
always conceived in the mtereeta of the workers, Thus^ tha 
earlier Assam labour ActSj the Workmen'g (Disputes) Act of 
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1S0G, anii tiiB ptwvisionB relating to oriininal penalties Cor 
bieadi of conlHict. contained in llic Indian Penal Ctide of the 
aftnie year, were all intended to help ilio cttiploycis ivnd to 
enauie that they had a docile Inhotir force at their dtaposal. 
Protective labour legislation in this country began only aome 
time later, when the growing cotton indnstiy of Bombay 
began causing (uiaiety to Ijancashiref and tUo ofaviona 
abuses connected with the w'ork of women and children 
in cotton factorieo in those days were availed of by Lanca- 
ahiio to insist upon India adopthig live Pnotoiy Acta of 
and iSyi. The earlier Act oidaincd that cliiUren 
between the ages of 7 and IS should work only 9 hours a 
day and should have -i holidays in the mouth, while the 
latter Act limited the work of women to 11 hours and of 
childton to hours ant! protected both classes tigainst night 
work, M a result of tli» Berlin Conference of 1^90, the 
first llinea Act wa© passed in 1901, but it ooiicemed itself 
mainly with the provisiou of certain rudimentary safety 
and fiflni tary measure©. By 1900, owing to tfiC laxity m 
the admiidstiratioii of the Fueitory Acts and the absenoe in 
thorn of any legal limitation of the w'Drking hours of adult 
males, working hours had become so intolerably long that 
two ConmuHsiona of enquiry had to make a thorougii 
mvcfitjgation of the labour conditions prcvsilmB in factarfes. 
The Indian Pactoriea Act (XU of l&U) was the first fegid 
attempt to limit adult male working hours, which were 
not to exceed 12 » day, A compulsory rest interval after 
6 hours of continuous work and the rctluction of chddren s 
houEB from 7 to 0 in textile fectorieB were also notable 
features in the new Act. 

The {Kist-'H'ar period in India has been rm era of progrea- 
aive labour legislation, and this is not surprising when wo 
conridiit the new forces tliat are now at work in this country 
to accelerate the pEkoe of social reform. One of the ou^ 
standing facts from the- point- of vieTiV of labour during this 
pcrioil is the bjrtli of the Indian tTadc-unioii movement. 
The All India Trade Union Congress was founded m IB30. 
and the Indian Trade Unions Act for tlm registration and 
protection of trade lUiions W'as |uissed in 1926. rurther, 
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under the AIoDtagU'Chdinefani Reforms, m attempt was 
mAdo to nieet the of labour to be represented in tlio 

tagiiiktnreB of the country. This ropjescntsitiou was by 
nomiimtiou, ond oidy a total of d^iiomlnutcd seats was 
Crat a£$igiifid to li^bour in all the Pro^diiciol LcgisbttiTes 
taken togetlificr. It la, of conree, obviom timt the oT^aiifsation 
of labour into eoUe^lvo uiiita md the bewtowsl on it of 
pohticjd reception have contributed to entich the eocinl 
legieLition of lemni times. But perhaps the largest mngfe 
factor which has determined llue coiy^ of modem Ind^ 
labour legislation has 1>een liidia^s membernhip of the Inter- 
natiniml I^iboiir Oi^nisation. India's dedna to pjoroitt 
being eUssed at iJie IntematumsI labour Coxderejjee as a 
backward country in matiorR of social policy iias led to tlio 
initiation of many kliour mesumjitza wdiich might not other- 
wii^ have come up for considemtion at all. M Mr. C. F. 
Andrews pointed out in 1928, “tlie ameiioraticiii of labotoi^ 
cauditions [n India by direet tegietation ha$ gone forwoni 
more qfuiokly in the taet ten yeors ^oe tlte I,]j.O. \vn& 
eetabli&lied than was possible in the fifty years i>efope the 
cstablUhment of the I.L.O. Every ono of the gn&at land¬ 
marks in Indian labour legiaJation has been pul up 
the establiEhmeiit of thn IX.O- While tip to the year 1919 
it seemed quite impcafidhlo to obtain any mora himmne 
eondiyons n-itU regard to labour in miacs, fiietoriea aiid 
after 1919 eveiy door seemed to be suddenly ilirown 
wide optm^ md we have been pressing fora'anl from ono 
Aut of factory legislation to anothor.'" India haa so far 
ratified only 14 Conventioiia of the LJj*0.* but p^irtial action 
hjife been taken cm several imratified Conventions; and 
altogether, Genova has supplied a powerful urge Lts favour 
of progressive tahour iegislatbn. Tho growth of Coni’^ 
munism among tlic workers seems ako to have effected 
a dca clumge in the Oovemmen t's outlook on labour piobbms; 
and iho new dual policy as regards Libour scemn to f^onsist 
in the Biipprefision of Communism on ilu; one hand and tb© 
removal of the more E«rious kbo^ir grie%'anfles on the other. 
It h thus not pedia|te a mens aochlenl that the Meerut 
Conepirai^y arredits preluded the appdiutinerit of the Royal 
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CoitmuEeton on Labour; anyivay. the Rccomniendiitiinia of 
the Koval Commisaion, witli their giihiing principle of the 
mevitabiljtv of gradualness in matters of ECioial reform, 
hftvc been tieoepted as the fotmamion of the Govemiaent’s 
labour policy, aiul Imve- dlreSMly resulted in nti abundant 
oiV 7 |i of blK>ur meftsuree. 

The first of the tong series of post’War labour reforms is 
onslirined in the Tuaiaw Kiwstoi'ies (Amendment^ Act of 1922, 
vliioh was pasaiHi in consc^uotice of the Waabingloii Coil' 
vention. It was a great impiovcment on its predecessor Ln 
that the number of persons Iiece 8 sar 3 ' to constitute a 
“factory" was reduced from 30 to 20, the employment 
ages of children ware mbed to 12 mininiuin and 15 mail* 
mum, and no pcE&on was allowed to work for more than 
50 lioum per week or 11 hours per day. The extent to whiah 
we have since travelled m tliia direction on nocoimt of the 
iBOommendations of the Whitley Corumissian is indicotM 
by the Indian I'actorifis Act (XAV of l&itt), which limits 
working houre in the case of adults to 54 in the week and 
10 a liav, gives them a weekly holiday and a rest hitemd 
aftci 6 *boui»' continuous work, ptovides for the grant of 
Certillaates of fitness for non "adult ■workers lietween tlio 
ages of 12 and 17. and lays dovra that no child lietwoen 
12 and 15 yesis of ago aliidl work for more than 5 houni 
a day. 

Prompted by the dot bioiw of the Inteniatiomil labour 
Conference, the Minea Act of 1901 wm amended in 1923 
by Act IV of 1923, which provides for a weeUy hoUtlay, 

, for limitation of hours of adults above ground to (i» w^kly 
and below ground to 54 weekly, and for the prohibition of 
employmmil, wliether below nr above gramnd, of persons 
under' 13 years of age. Ancther measure of 1928 regulated 
ahifte and laid down tlial no person shall bo employed in 
a mine fur more than 12 hours a day. In Ifareh, 1929, the 
Government issued adminiatratiTe regulations to eiclude 
by stages women from vrork underground, and the exclusion 
became absolute as from the first October, 193Finally, 
Act V of 1935 limits the hours of work in mines to 54 
weekly and 10 daily above ground, and 9 d^y below 
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gn>tind, flnd the minimmii age of employmeal of 

r.ldldrtn in mitM^ from 13 to lo. Consequent upon some 
derions colliery aecidcuts, fiirther Acts ’itete passed in 193(1, 
193T and 1939 T^fith a vifiisr to ©nfort^iug more etriogmit 
□loasiirCK for sufety in uiinea. It muy ulso be meBtioned 
in thifi cotmecxicLp Umt Mine^ Bijards Imve been c^mblished 
iu the more iniportiuit mining oeotres for tho reguUtloii of 
geuemi health mnditionn in tjieso areo^. 

All the earlier regulattug reemitment to the planta^ 
tions, pardcaUiTly iu Asi^m^ wero bused upon Live principle 
of iixdentuie. Hiat prindple limv now bean definitely 
abULEtdoued; the provisions relativkg t* iudentured labour 
contained iu the Assfim Lab<Jtir and Emigration Act (VI of 
1901 J were witlidxawn by 1915; the variouii prfjvi^ona for 
sanctions for breach of centrist a!ao disappeared by 
1927, Emlgrailau t-o tea e^itates la now govometl by the 
Te 4 i Districts Emigrant Labour Act ( XXTT of 103 £)f which 
ha£f given offWit to Home of the cecornmctidatlous on tlm 
subject made in the Wlvitley Report^ and has tltua afforded 
furdier protoctiou to the plantation worker. 

Trajiftport workers have also benefited from the pro¬ 
gressive social legislation of the period. The Irrlian Eailwuyit 
(Amciidment} Act of 1039 attempts to apply to the railway- 
mon the International Labour Conventions regarding houra 
of work and weekly re^. As regarda maritame workers, 
the Indiim Merchant Shipping (Anofliidment) Act of 1931 
inekits on a rniutmiim age for admismon of ckiLdrou to 
emplaymcut at fiea. and for admission of young pcitsoua 
to employment as trimEuors and etokerg^ provideft tm- 
employment indemnity in i?ase of loee or foundering of the 
ship, onJaiiiA medical esamination of cluldren and young 
perwns employed at sca^ ^njl provides for aeamen^a ojlictsa 
of agrepcmcBt to protect thflir rights. The Indian Porta 
(AmendmirntJ Acts of 1922 and 1931 prohibit the employ- 
muni of chMrCT- imtier 12 in the handling of goods on tbs 
vraterside or in ports, and the Indian Dock Labourara 

Act of 1934 protects dockers agamst accidents in loadiiig 
rtriri imloading ships. All these reguktiona of niaiitinm 
labour have heevt tlie direct result of various Intemadonal 
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Labo^n- ConveBtkinfl, aiui the ratification by ImUa of tba 
OonTBntion reganiing the mnricing of the weight on heavy 
tranuporteti by vesaela, regnlationa to enforw 
which have been a<lopt^ in the “waior" ports of In^, 
is a step in the (nine direction. While on the sttbjeot 
of labour legijslation enacted to protect particnlflr cstegoiiBS 
of workers, special mentloii must bo matle of the Ch ildren 
iPJfidging of Labour) Act of 1933, the object of which is to 
abolish a paTtieularly revolting fonn of child slavery, and the 
Employment of CMtriren Acts of 1933 and 1939 which fix 
an age limit of IS for chiidrmi working on the railways 
and in porta, and of 12 in certain categories of workshops. 
The Government of the Central Provinces liaa adopted an 
"Unregokted Factorira Act “ in 1931 to regulate the labour 
of men and wonmn in eomo of the small establ ub montH 
not falling within the scope of the Indian factories Act, 
and to provide generally for the welfero of Jaberur in such 
Mtabliahmenis. Maternity Benefit Acts have been adopted 
by Bombay in 1939, the Central Provinces in l&30j Lladrae 
in 1935, and the United Provinces in 1939, and BengiiiJ is now 
Donsklaring similaf legielationu 

the eodal refonn mEoaures of aomowhat wider 
Bcope adopted during recent times are the orkmen s 
Compensation Act of 1023, with its various amendnnitits 
ending with Act XHl of 1939, which guarentew to the 
worker compensatioii when be meste with an accident or 
IB atrickon by any of the principal imluBtriiii d i scftB e ft ; and 
the Trade Disputes Act of 1929 wdth its various amend* 
ments, and the Bombay Trade DisputcB Conciliation Act 
of 1934 and the Bombay Industrial Disputes Act of 
1938, to prevent uudnfitrial disputes and devise moc^My 
far conciliation or orbitration. The Land Acquisition 
(Amendment} Act of 1933 falkrwa a rocotnmendaUDn of the 
Whitley Contmiasion, and enables on iadustrlol ostabli^- 
ment to acquire suitable htnd for the erection of dwelling 
liousee for the workeiSi. A series of measures has also been 
adopted to d<aAl with indebtednesa, which is an acute preblctn 
with t-hn workers. The Bengal Workmen'a Protection Act 
of 1934 and the O.P. Protection of Debtois Act of 1937 
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Bccik to iireveiit moiiey-lraidcrs from Lesutting indiuttrLil 
establisLmento, and Uw C.P. Adjtuttment and LJqnidatioti 
of loduirtrial Debtors Act of 1036 provides a ffuminary 
procedure for the liqmdatioii of tbe unsecured debts of 
workers. In addition, the Code of Civil i*toocdiue bos been 
amended by Acts XXI of 1936 and IX of 1337, to protect 
honest debtors &otn. detention in a Civil Prison, and to 
provide tluit wages below Re. IDO per month, of all workers 
sliould be totally exempted from attacbment. The Payment 
of Wagi^ Act of 1030 covcte new ground in that it is in the 
nature of a Truck Act; it seeks to regulate payment of 
VFE0B5 to industrkl mirkets eo as to prevent the abuse of 
long delays, and aUe to limit deductions from wages by 
way of fi^. 

Q8I» to be filled.—In abort, we have here an imposing array 
of gocihI achievements by way of legisladon, most of the 
major reoommcnibitions of the Whitley CommiBsion in t his re* 
speet having now been given effect to. Muchindred has already 
been accotnplislied, but one imjiortaut gap yet remains. No 
legislative attempt has so bur been made to provide some 
messnre, however feeble, of social seenrity for the workers. 
In view of the increasing unemployment in industrial areas, 
a begmmng will have to be made not only for the creation 
of employmont exchanges, but alfio for the establifiliment of 
achemes for tho relief of the tutemployed; and an attempt 
has also to be made to protect the worker against sickness, 
old age and invalidity. Besides, the utility of such labour 
l^idation as at pre^t exists has 1>een oansidoniibly ciraum- 
scribed by certain fimdamental factors. Criticism baa 
centred round two or tbxne main x>omte. Finat, how &w 
of the 26 millions of induBtrial employees have come imdor 
the influence of bgialative action 1—Apart from the extremely 
limited number of thoee en^ged in organised uidufiEty who 
Como under tho Mines ami Factories Aoto, the vast bulk of 
Indian industrial labour still remains unaffected by the 
protective mensurea so for undertaken. Tho evidence eiidtod 
by the TSiliitle)' Commission has brought to light the heart¬ 
less maiitier in which labour is being exploited in the 
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industrial establishments wMoh are outaide the 
pUTVw of the Indian Fiictofiea Afit. By way of illustrating 
the evtlfl in tliese Tinregulat^ iiotorios, most of which, employ 
targe nunibera of children well Iwlow the jt^nlatioiL age of 
12^* tiie Conmiisdon rdera in detail to the conditions 
prevailing in the tiumeroua small facstoncfl established in 
Tnriousi parts of Tnrlia far miea-atitting and sphttlDg, wool- 
oteaningt shellac irsonufaotnre^ beedl-making^ carpet-weaving 
and leather-tanjiingr and coniiijent on the bek of sanitary 
arraiigonieiiis and drainage " the earth space being littered 
with ilie Dvil'SmeUing refuse and sodden with pools of filthy 
water/" the low wages, the long hour? and the absence of 
holidays. It is heartening to hear that the GoTCrument is 
now' investigating the posaibility of mtroducimg legislation 
to remedy the more glaring evils in these unregnlai^d 
factories.* Another difhouliy m getting the heat possible 
results out of tho existing bgisktion lies in the ignorance 
and illit-eracy of the wurlEer and his lack of oiganisation* 
The WJiitley Commission observes tliat **the Indian factory 
worker is beginning to realise the signiBcance for 

himself of llie factory inaipector/^ but oompbints made by 
the workers direct are stiU extremely few on account of 
tho fear of victmiiHitmu by the employer. Tliare is also 
reason to belicTe tho^t the benefits cottferred by the Work- 
men*s Compensation Act have even now been only im¬ 
perfectly undetwtCMjd by the working classes, and that In a 
oonsidorablo number of eases the ^trieken w^orker either 
goes without any payment at all or b obliged to satisfy 
himself with extremely small payments. The Trade Unions 
Act enables w'orkers^ organisationfi to regbter thomselves 
and enjoy certain privileges; but the employer i^- not com¬ 
pelled by law to accord recognition to the^ unions, nor ia 
tlie union member guaranteed immunity from dkmisml for 
any active interest lie may take in furthering the cause of 
his organisation. The Trade Disputes Act^ though enacted 
in had remained practically a dead letter IsU tlio 

* Thin hflfl imw beoii pariijitly rw«n(Kl by Aflt XV of 1030-^^ 

* ” BamDortbeVrovincinl ocrrtaEtkproviwoiis 

of Uw In^ma PiiticaiM Act m fftjrtorioa oasplovinB Icaa than 20 puflsona.” 
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min^uf^Ion of PtovinciBl Aut-tmamyr but attempts are 
tiow bein^ by tiie amendmg Act XVI1 of ii)38 and 

bv proviiieial leg^latioo on thfi lined of tbe Bombay 
IndustajsJ tM^putos to impart greater mobility to 

oonciiiation and arbitration machiiifiry * 

A word may here be added regarding the general adminia- 
trurtion of the Faeteries and I^Iinea Acta. Tho inspecting 
aerviecs are maimed by liard-T^norking and ctHiBcientions 
officials; the fifcandard of enforcement Ims been steadily 
rbing and the quality of llie work has been mom thsm 
tuaintained; but they are fitUl too few in number, tiud In 
ifpite of High Court eireulars and Governtoimt iiydructiom 
to the contrary, tiie jme$ imposed for labour olfeijcea etill 
Gontinne to bo deii*>ocf^\ Xor is there any specially tniined 
magistnicy to deal with labour cases. Further, there m a 
il^teio lack of uniformity in the gtaiidarda of enforcementi 
for though tho Central Govemment imssesses powers of 
snperiutendencep dinefition aod control, in pi-aotiw thia lios 
involved no dose superrMion ovor adminiiitrationy wbiob 
falla within the competence of the Provincial Govommenle* 
It Js, therefore, neceasary tlmt, as in the case of Mines, the 
re^pondbilJty for eidbrcing the Factories Act^ and oUier 
pieces of legblation should also bo entrusted to the Federal 
Government. The Bnlos made by the loca! governments 
under the Factones Act arc now uiiiier the control of the 
GoTciTkor-GoneTObin-Council^ and if periodical confereEcca 
of tho various provincial factory Inspoctora could be 
arriMigeclp somethiug ^iU have bc^cn done towards ensojing 
greater tmifennity in fidiiiinistration. More vlgortma eflbrte 
ahoukl ako he made to cnamv tliat bdioui laws and admiziis- 
traticn in the Indian iStaliCSi do not fall short of the standards 
set up hi Bdtkh India. 


V 

Trade UnioniszD.— The Wobba have pointed out that it b 
not till InduBtml conditions make it uJmoBli imposaiblc for a 
''worker"' to become a “master*" that ephemeral combina- 
tioue of workers can become permanent tTade uniona. In 
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IncUat oil account of tlie warker'^ with the land, il hm 
been only Uteiy that fthnre has grown %sp a definite otoa^ of 
worker^ divorced from all interest in the eoil and tlcponrihig 
entirely on some form of induetrkl employment fcrr their 
Biistonance. This may ocoount for the la to emergence of trade 
unloniEm in this country* It Is true that souie umons were 
in e^dstonoc evijn befuift line Wur^ but, generally speaking, 
labour before the War, apart, from some cla&aes of railway and 
Government gcrvatita^ had not yet acqniml the spirit of 
combination. There are mEmy lOBtonces to show that, while 
iim workers wvre familiar wdth the methodology of local 
strikes and the functioning of ^rike committees^ they were 
imable to eombme over long periods to seemne common ends 
by conoorted nctum. The lladraft Labour Uniont started! in 
1018 by Sir, B. Wadiftj may be regarded aa the first 
consdciiB attempt at working-clo^ organisation^ and the 
years between 1918 and 1922 witnoEsed the Birth of the 
more important of the labour unions existing tno-day. 

There were three main drcuiruitajicas which faTonred the 
growth of the uioveiueut dutbig this period- In the first 
place, the cost of living in India during tlieae years was 
steadily ririug^ and though indnBtry and trade were pagairig 
through a period of unpreoedeDtod boom and the demand 
for labour was increAsing, w ages did not riBc proportionately. 
Secondly, the ferment of the War had awakened labour 
throughout the world, and in India it evoked a oombaf.ivo^ 
neas and a readmesa to otgauiae that previously 

lacking- A strike epidisoiio swept through the co^mtry 
during 1918-1022, and the formation of mo^t of the unions 
of this period either immediately preceded a strike or was 
the result of its ^mcoessful termination. A third cUuum- 
stanoe which helped the trade'Umon movement was the 
establislmient of the intematiomd Labour OfBoe. The new 
dignity conferred upon labour by Part XUI of the Treaty 
of VersaiDes and the provisions in it for the election of 
labour delegates to the InteimatioEtal Labour Conference on 
the recommendation of tho most representative labour 
organisation of the country brought about the creation m 
1920 of the AU-Irtdia Trade Uniou Cutigressi in the absence 
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of T^^mmendaiions from socli an ali-Indin boclj^^ it wag. 
{euxod tliat the Government’s nhoim Jnight eOTiietim^ fall 
on panpfjriB who not coinuiEUid the couSdence of the 
working irlaffias. TIu& interest taken by politioians in labour 
m»t tety has ahw bc^n menliomid as a eirciunfitanoe favoudiig 
trade-tuiion moveiaent ; but in the ptesenee of otlier 
and more laoiverfiil entires tending in the same lihwUoJS, 
it may be doubted whethm' die aetiviMsa of the politician 
gave aiTvthiiig more t.lian a mere filhp to the movomeni^ 

Early in the hishiry of the labour movement in India, 
the employera resorted to law to ehailengo the TvorkeiH* 
rights of association. The case ’W'as eventoally withdrawn, 
but tho prooeodings sutgge^ted that, in tlie absence of 
legislation, even legitimate trad£^-iink>n activity was exposed 
to danger* This kd to Mr. K. M. Joahi's resolntiDQ in the 
Indian Legisbtive A^eenibly hi March, 1921, urging the 
adoption of the neoeaeary kgislation for the {xrotcation of 
trade tmions^ though it was only in 192ft that the Trade 
Unions Act wj:ih passed. By the licginiiijig of 1935 there 
were 213 regigter^ imioriB^ axid of these unions had n 
toiial membership of 284,913* There were, besides, large 
numbers of imregistercd ntiiorifl: by the end of tho year 
tltotc were 128 unions m the Bombay Pn&sideney alone 
wdth a membersldp of 111^891, of which only 5G, with a 
menibersbip of 95*50ft, were registered. Wldle some of 
these unions exist only on paper, a great many of them have 
taken permanent root. Transport workers are tlie Iteat 
organist, and then came the Government employees- 

Special teatorej-—Unionism has progressed rather slowly in 
India, and it is worth while conBidering why this h&s boen 
so. The general tenflency here Itae been to organiao by 
industrial estfibllsimients and not by crafta^ and the migratoiy 
iduamtJter of the worker and hh inability “to stay put^' 
hinder him from becoming rooted in any particnhir pUioe 
and to that extent le^n his inteieet in a trade unicnip 
A tioeond difEoulty is that union members often belong 
to diffetont religionis and talk different languages, and 
though the Government has set its face leyolutely Bgaiiist 
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aommimat developments iti bsade imioniflin, tlie ilimg(?r is 
always there* AiiotJmr for the weaktiissB of tlie 

jnovcmeikt \s that the iTOrker' b bo exIUirU4t^ bj hi& long 
hours in tiio factoi^'^ that h« hardly posscsssea ilie energy 
to intereatj liimsolf in anjl-Iiiiig else for tlxo rest of the day. 
Th^ prevafliiig low bval of wages is a ftirther iuifiedi- 
ment to unionism iii that thfi woriEer frn-ds it diffioult to 
pay hM uiiioji fee wlion his wages ore hardly suflicieiit to 
keep body and soul together. But there itre even more 
fundomontai diOioultieB, stujh as the abaciioo of the denio- 
eratio ideal and the hM?k of edncatioii among the works rSi 
which have to be overcome before A healthy trade uufomam 
can develop in this coimtry. It is pethaps due to these 
difiieiilties that unionism in India has hitherto remained 
barren ^of poEitiVO results- The Ahmectabad Te^tUlc Labour 
Assooiation and the unions in one or two public utility 
undertukings have demonstnited how wide are the rAnge 
of self-help activities in which labour organiflations cnii 
uwfnlly interest themselves ^ and if the generality of unions 
in the coijntry still persists Lu tile belief that tlimr oiJy 
ftuioiiDn is to conduct atrlkea and negotiate with the 
employorSj this is as much due to tlicir slender financial 
resources ns to their narrow cancoption of the posaibilliies 
of union initiative. 

To add to all these complications, the advent of Com¬ 
munism lisfi introiiuced internocino strife in the w'orkers^ 
movement. Tho long-drawn-out tcxiilu atriko of Bombay 
in \ 02S morhed the h^k flood-lcTul of oommunistie octivitina 
in the country, and though. Communisni has smoe waned in 
influence or else hem liriv™ ufidei:grouiidp its pemicious 
effects ore still vbihlc. The split in tbs All India TtmIits 
U nion Coiigross in December was the logical culmifia- 
tion of the divoigfitioes of vievr between those inclined to 
Gummuiiiam and tho more ei^periencod and respoTmibte 
Isbnnr leadecd. A majority of the tradn nnions broke away 
&om the A.LT.U.C- at Xagpur to form the Indian Tnidcs 
Union l^cderatiDn, and the rump that wbe left behind was 
further weahoned by a series of ludiisms among the Com¬ 
munists. Porma-l unity in the tratfe'uniou movement' haa 
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now been ra-eatabil^hed by the National Tratijea Union 
Fe<Jeratioii, whSe mamtainiiifi ihj klentity, ^kltig a 
tompoT&ry aflttliatiori with, the AJ-T.U.C. for the pu^auit 
of comiTion intor^ts. 

Trade Tiniord™ to-day seemfi to haTe come to a ^tand- 
HiillT not onJy because of its mherent defcots and interoal 
rivfitricfi^ but also beoaua© of the prolonged oeonondc crisis 
that set in in 1020 and its ineiritable sequel of growing 
unemployiiiejit. NevcithelesPi, it would be a uustake to 
nEBump either tliat tlie movement is dead or that it b 
unsiutoble to Lidiau oonditiozia. labotir unions have a 
definite function to perform in tin? cbajiging conditions of 
Xndiati industry, and the %VMtley Commission hm recorded 
iti^ emphatic opinion that *^notMug but a strong trade-unioii 
movement wilt give Indian woiismen cwieqttate protection. 

. ^ « It is in the power to corabbio that labour has the 
only effective safeguard agoinst exploitation and the only 
lasting soGurity against bihuman conditions/* Eniptoycia 
also shonhl find it of advaatage to have healthy and tepte- 
eentativc organisations of employees with wMch they could 
deal. In ordur that the employer may understand the 
workar*a point of it is njGCesaary that it sliould be 

formulated clearh'^ and autbontioaUy. l 4 K?tiiig under- 
atauding could be arrived at only between bodies highly 
organised; iregotiaticma with a mob hardly ever lead to 
durable reanlts> Indian employers will, thoiefore, be only 
studying their own interests in being more genorona in 
^'recugtiiaing^^ unions, and in educating themselves out of 
the feoliiig that it Ls beneath thek digmly to discues manage¬ 
ment probtenm with representalivefi of their workeiB, 


VI 

Labour and the Coasbtntion-— Wemay now consider the place 
of labour Ui the Kew Constitutionp It has already been men* 
tioned that it was under the Montagu^helmfifoMScheme that 
labour 'wm fij»t given some sort of representation in tlie Legis¬ 
lature, Acoo^dl^ to tho earlier orraDgemonli. only a total ^ 6 
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nominated seats was to labour in all tlie provin0ial 

tires taken togetlter, but tbe nnmb^r was later on 
raised to 10^ thuugb the method of noniiimtXoii wm still 
adhered to. No proviaion was mode for labonr representa- 
Uon in the Central Legislntures, though Mr. N. M, Joahi. 
the veteran labour spokeaman, has been a uommated 
tneniber of the Indian legisiatiYe Aasemblv sinoe 102L The 
Govemmenti of India Act of 1935 sbunra a material impro ve- 
loont in this fespeet ; 3S seats have now been allotted to 
labour in the Provincial As$cmblifiSj of which l^ladraB ha^ 
6, Bombay 7* Bengal S, the U-P. 3, the Punjab 3, Bihar 3, 
the C.P. and Berar 2, Assam 4, Orissa 1 lUid Sind I; and 
10 in the i^jdeiul Assombly. As agpriist this# however# it 
ifi w'orth widle inentioniog that eniployerB boionging to the 
eommemal, indtistnal, mining# planting, and land-holiiiiig 
groups have b 4 ^ tdlotted 93 aeata in the Provincial 
Asscmbiiea and IS seata m the Federal Assemlily^ The 
efFeet of the increased workers" represtmtaliou now granted 
has thii^ been nuIUhed by the ptepouderont- influence of 
oapitalisfc classes# especiiilly when it ia remembered that 
a groat many of the general coru^lituenoies would ulbo 
normal IV be returning the upboIdcTs of vested interB^ts an 
thfilr neprefientativca to tho LegUlutuies. Fiirthefd tlin 
reeommenilation of tho Wliitlcy Commiseion and of the 
Indian Franchiso Committee that labour roptesentativee 
fibouM preferably be eincted by regiatored trade unions has 
been oousiderably watered down by the Dclmaitatian 
Committee p and labour ropreeentation is now di^-idx?d 
between trade-UBion constitueuciea and "'special la^wciur 
constituencies/^ The reaeoxt for the croatioti of the^ 
“speciaf labour constituencies^*^ was the weakness of tlie 
trade imioiifi; and sufliciont weight has not been given to 
the influonoe which the bestow'al of the fronatuse on trade 
unions Avill liovo on their own development. An analogy 
is supplied by the International Labour OigsmiBation which 
laid down Uiat the Government of the Jlembcr States 
should# in nonrinating the emplnyerB* and workeia' dele* 
gates to the Intemational labour Conferono&i take into 
account the recommendations of the mdustrial oigam^atioiiji 
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which aiv most itjpreaeiitative of employers or work-people 
(Article ^9 of the Treoty of VersfulL^), Suelt iiidu4itiial 
organiK^liona did not exi^t in a great many countries when 
Artiefe 389 waa fraujod i but it is eonunon knowledga how 
the ^tirfliilsin of the privilege confetiJed upon sneh organisa¬ 
tions by ilio Treaty of Versailles «oon led to their develop 
tnent and espatisionJ Likowise, Ihe bestowal of the right 
of election on trade unions only wqiiM have, it seems 
reascmoblo to think, 1<A to their becoming a strong and 
oompaet agency fitted in every way for the disoharge of 
the responsibilities placed on them. 

ReproseiitBtion of labour in the I^egislaturcs is only one 
aspect of the problem of iabour^e place in the ConstitutiMi. 
Another aspot relates to the allocation of bbour subjectsi 
between the Federal and Provincial Legbbtures^ The 
Whiiley Conwu&sioJi was convinoed tlmt ^*thB objectiozijS 
to complete provuiemlisation of labour were bo groat that 
every effort ahouiil be directed towards avoiding this 
course.” considered opinion was that ^^legliative 

powers in nefipeet of bbour should oontinue with the Centttd 
LegisbLnre^ but Provincial LegUbtim^ also sliould have 
power to logisbte. Labour legislation undertaken in the 
Provmoes should not bo to infringe the legisbtion 

of the Centro or its admiiiistFation/^ This rooominendfttion 
was in Mcotdsmoe with existiog piaetiee^ and hoa been 
generally foUowotl in tlie Act of 1035, The Legisbtiivo UstB 
given in the Seventh Schotlulu of liie Aot divido the functions 
of Government into ihree eatogariea: EederaL PiovineiaJ 
and Conourmnt. Factoriee, the welfare of bbour, provident 
fundsp employets* liability and workmen's eonipcnsatiuUt 
health insurancct ineludiiig invalidity pensionSj old-age 
pnsione, unemptoyment insurance., trado unions and 
industrial and labour disputes, are placed in the Conoatmnt 
Xost: llie regulation of bljour and safety in romee and oil- 
Gelds occure in tlio Federal Ijist ^ and mcluded in the Provin¬ 
cial List are relief of die poor and uneniployment. With tlie 
majority of labour mtbjecte in the Conomreut Liat^ this 

^ Bee jipr lJ54-iA^, F- P- Pillaip India and ifil^raaftanaZ Lqlmir 
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tUvisioD apptirontly Biitisfueton", but- one or two 

queationo clttiJiour ibr rcp^y. Wtuit cuittly ifi to bo tbo 
position of tlw Indifut States in tUia scheme of tlibigs? 
As it is, the critidsm is voci&roua thul lahoiur etantlanlfl 
in the StateG are far below thow in British IntUa and that 
the tatfliiieas of social reforiB raeasiires in the former is 
acting ns a brohe on progress in the latter, Administnitioii 
in Indian States being as a rule less responsive to public 
opinion *han in Britisii India, it is too much to expect that 
the States would on their own initiative attempt to laise 
their standard of lahdnir-'proteotioii to the Bsmo lovel oe 
hi British India, In aaj-ing this, the praisewortiiy efforts 
that ore now being uumIb by some progreasLve and forward- 
looking States, notably Mysore, are not overlooked—but 
one swallow does not moke a Eumnmr. Nor are the Stato’ 
p >>Tniniwi to the Central LegiBkturea, where tlieir voting 
power will exercise a decisive inhuenee, likely to be enrimsi- 
Bstio in flupporting any lahoar measures on. subjects 
bdonging to the Federal or Concurrent List, The States 
tlec^ supported by the votit^ Etreagth of other vested 
interests, is thus likely to diminish the importance of the 
Central Legiolature in tiio future as a force making for social 
justice and equity. The situation seems more hopeful in 
the Provinces, where, owing to the direct contact botw^n 
the voter and hia representative, the recent errtenaion 
of the suffrage is bound to have a democmtiaiiig influence. 
Second ly, Congresa hiinistries, pledged to popular pno- 
gromiuos, are now in office in S Provhioes. and even the 
non-Congreas Provinces, in their desire to stand well with 
the public, are likely to pay more attention than formerly 
to the needs of the uitder-dogi As against iliese factore, 
it has to be fcinenibored tlmt the new Provincial Ministriea 
will be cumdderably liandicapped in their social programmes 
by the non-expending nature of Proviucial revenues. 
Euthlees rotrejiohmcnt in some dirtetioue and Uie uu|Kjid- 
tion of additional taxation will have to tie resorted to, if 
worth-w’hile social nieosureE, »Qch as ev™ the most modeat 
pltuiA for industrial houBing and social insurance, arc to be 
flaiTietl out. 
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It is, of eouTso, difficult bo prophesy how things wili 
tom out m the ftiture, bat it seems ssie to say that tho 
impube for labour leforro will not, us hecetofore, come from 
the Centre, while finoudel UmitationB ere likely to paralyse 
ProTindal action. Some Pravinces may, indeed, initiate 
plans and policies for the betterment of the workeia, but 
it b obvious that, with industry always nugratiog to the 
less protected areas, no Pwjvhioe can affoid to embark, on 
far-reaching schemes of Um character unlees the otiier 
ProTiRces also aro wUHiig to keep step with it. On the 
other hand, it is difficult to see how, in the face of the 
forces now at w'ork tn the country, social ameJioratiTe 
action con be much delayed. The phenomenal sucoees of 
the Indian Naiinnal Congreas at the polls has been partly 
due to its intimate mass contacts, and the Congress scheme 
of political education is to tell the peasant and the w'orker 
whnl his needs ore and how to sntisi^ Ibcm. Close bonds 
are being created between Uie CotigROS, os the main 
political organisation of iho country, and the varioos 
ecouomic oifgarusationsi as the workem' and peasants* 
moTcments. The principles of SocialUm are being preached 
evoiywhere. and oven more cadical doctrines than those of 
Socialism fttyl a place in thn mental make-up of the urbsn 
worker. Wo have here a combination of elemental forces 
which are likely to erupt with violence if legitimate channels 
for dovclopment are denied to them; and eteteamen are 
now begiiming to realite that an economie and social policy 
based on the principles of social justioe and equality ie 
after all the best way uf foreetalling Communism and other 
disruptive tendencies. 
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COST OP UVING INDICES AND WAGES 
Bv S. P- SAffSEyA, M^. 

Fiweartiiy 

Importance of real wages. — Price movements wero originally 
Tceonded to get aji idjea of probable trade moTCjnente and at 
timfe& qnotationa tor difien^nt dates were Mpiesewl as ratiaa 
of prioefl on a particuiur market day. Suck price relatives 
WTO separately nmiatained by buennss® firms interested in 
partiouku' conuuodities. These price indlcee were later on 
applied to measure the changes in the purehasii^ power of 
money. Prices of a number of commodities were collected and 
a simple aTithmctio avemge wss computed. The very' rapid 
changes in aU oountrics during and since the War in the 
prices of tlie commodities and servioos entering into ths 
cost of living have made clear the necessity of calculating 
index numbers showing generai changes in that costi with 
tJiD special and practical obieefc of using ench numbers as 
means of adjusting various long-term contracts on a money 
to the moveiicvent of prices. One of these contracts 
was tho wage contract. Tlio money wages on a paiticnlnr 
date were expressed in relation to the purchasing power of 
money and real wages established. The cost of living 
index numbers have playi^ an important part in the dis» 
cuarimiB regarding changes in money wages. Cost of living 
index numbers have a purely relative character and show 
the movement in the cojjt of living over a given period 
couipOTOd to a base period. Thfne is no necesMuj relation 
between the items and q[tiantitie3 of tho commodities for 
which prices are obtained and thoso required to provide 
of subeisUince or of comfort. They only show 
price Suctufttions. Stotidards of eonsnmptioii and nature 
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of urtLclfis difFcir ’with tegitin, rdigiofi, cA&te and infionm. 
Fluctuations Jn prices liiflter Tritli tlis nature, quality and 
variety of articles and it is iiafdly possibie to ascertain, 
at a tlie geucrsl rise or fiall in prices. A change m 

the general levri of prices does not necessarily mean, and 
in ptactiee never doofe mean^ that all prices change at the 
same mt® and in the dkecliion. 

l>i£ElenMes in the calculation ol price and wage movemsiite.— 
The task of compntmg a coat of living indes is to find 
out the average fluctuatJun in priee« of all comraOilitieia 
together and their movement from the norm ot 
thf! base [leriod. It ia impossible to includfl all commodiriss 
in an index number; but an effort is made to calculate 
price movement for moat of the important commodities 
consimie*;! by a maiority of men every day. Avaragiag of 
the prices of sudi felected comtnodiiics is anottier atop. 
There are variotts raethodB of computing an average. A 
siinpk addition of all prices aii-d their division by Oie 
number of oonunoditi^ gives a simple arithmetic average^ 
Tills average has the drawback of equalising the imix?rtaiu» 
of all commoditiofi and items inclmlod in the li^t. Thu 
commodities should tliersfore bo weighted according to 
their importanco. Out of a uambet of metlniMla of allotting 
weights the aggregate coimunptiou and the famfly budget 
meihods are mc^!y in use. The aggregaio consumption 
method is more amiable for indices calculaiod for a region 
or a country as a wliulOi but when the object is to compare 
the movement of cost of living mdices and wages^ uf^ in 
otlxer words^ to measure the purchasing power of money 
for a paTticular class or conimumly, the family budget 
method t!ie best. 

In India, general index numbers of w'holeaale prices arc 
published annually, hut they axe unsuitabio for tliis purpose 
because the figuree are expressed aa porceiit^gea of thn year 
1ST3, bociut$o the bst of the commodities has uot been revised 
cin^ 1&G9| and becangeit includes many commodities which 
are no longer important and excludeij others and ia un¬ 
weighted. It may semo as a record of trade movement but 
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it is of little TrtkluB to metiauriug the purchasing power of 
money for any commoiiity- 

With a vi&w io comparing tlm moiremftTit of cMHt of 
living and induHtrial wages in this eoimtiy. a new indei 
number based on careful eatimates of the reUtive import- 
tULce of the oonuuoditi® in the family budget of the Indian 
industrial labour in vaiioua industrial eentree ia ncce^a^. 
Finally, an iudoit number computed from tho !Proviiu^ 
indices would show the movement of the coat of living 
for all induBtrial labour in India, 

Since the iseriea of prices of commodities can only mdude 
articles which are osBctiy definable and do not change in 
their qualities except over long periods Uw oom^te 
index will relate only to food, fuel, rent and simple 
clothing. 

Calculations of the movements of induetriai wages are 
still difficult. It b not pomble to obtain authentic puhliahed 
informatiflii on any lajge scale regarding the earnings of 
the industrial labour, the amount roueived by an industnal 
labourer per week or per month. This is duo to the too 
feoquent chan^ iu tho peraonnel of factory omployece and 
to tho absence of any record tnaintained by tho employeie 
or *hn newly organised trad© unions. The rates of wages 
payable on different joba and the estimated average o^put 
per day are the only two clues fop making a rough estimate 
of the' probable daily incomo of the different cksses of 
iuduHtri^ labour. These factors too are moat unstable. 
The rates of wages vary with Iho type of machinoiy, the 
prices of finished goods and the quality of goods prt^uced. 
Average daily output depends on the personal skill and 
efficiency of‘the workers, the oontinuous ^ply of raw 
materials, the pattern and the type of machinery. -In spite 
of the drawback, the rates of wages and avera^ output 
do give an eatmiate which is fairly reppcsontsitive of the 
average income within low parcentag© of error, and in the 
ahyenoo of nioie accurate information there appears to be 
no alternative but to base the comparisons on these 
eetimates. Anyway it can very well show the trend of tto 
jn civemeitt _ Qcc&^OQBit iuiijuirics Mid i^port^ E0rv& g 
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correctives ajid "ptHiit (rat the acctiracj or othiearwiBe of 
Bach estiiuutee. 

A comparison of the cost of living index numbers imd 
the movement of industria! wages on the tines mdi<3ited 
fttwvo is undertaken in the CctUowing pages. 

Caksistioa a! the Cost ol Living Index Htunben—On 
the basis of the retail prices quoted everv fartrughit in the 
PXimnctal Govemment Gazottea, the prices given in the 
Rovievpx of the Trade of India and the Sea Btsno Trade 
Statistics, pubtisbed the Duoctor General of Oommerelal 
IntetUgenoe, Government of India, the following index 
numbers of prioee lor difierant articles of food have been 
calculated for the various industriai centres. The basio 
dgure was the average of piicse in the quinqu ennimn 
immediately preceding the Great War, 1909-13. The 
adoption of a five-yearly base is intended to remove the 
ahnozmality in the ba^ figure, if any. Moreover, this period 
was fairly normal from the point of viow of prioe fiuetuatlona. 
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Before colcalatmg the inttex imiubeiB of the coat of food 
various cities, different articles of ffiod have to he 
weighted. An examination of the Cimily btidgeta ahoiirs & 
tnarked dUBterance in the ei^ditnre of labonrGra wxsording 
to their inoomes. With a view to giving dtie importanoe to 
the ywiations in the incomes of the laboorets, all worfceto to 
an industrial eentae have boon dasaified into four grades of 
mcuLtblT mcomOp ts^nielyt Rs- balow, between Bs. 

lo/-andBe. 30 /-, between Ra. 3p/-andRa.40/“,and boiweon 
Bfl. 40 /- and Rs. 60/-; fieparate wei^ts ara ajlotted to 
grade of labourers on the bosifl of their nd?aal monthly 
Mpenditure, and then OFverall wei^ts are calculated 
Mccfrdmg to the nuuibar of labotircrH ui wdi grade. These 
wei^ts though they may not be exactly true of any 
tieular laboiiror or class of labourerB, would be fairfy 
ifpr^entatiTO of the worknig class es ft whole* Tbo foUowtng 
table the allotment of weights on the basis mmi- 

tioh^ ftbo’rat— 
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COST OP mONG ANU WAGES 

The noiiibefs of thio oominoditijOB lor ’various yeacs 
ate now mtjitiplied by the wdf^te allotted to these eom- 
moditLsa in eadi centre rospecti’vely and the products of 
index numboTB and we^hts are totalled and divided 
hy 100, -tfio Buni of all weighia. 

The follo’wing tabb showa the movement of weighted 
index nnmbet of tlie cost of food in. difier^t centres 
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Licht Fuel 

In ovulating tho indices for thfl cost of ligfit and fnel, 
prices of kerosene oik castor oil, coke and firewood Iiatb to 
be taken into account. The table betow shows the index 
numbers of pdcee for these commodities:—- 
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Kerosene oil is generally used by the labourers in all 
the Provinces th m^h poor class of labourers do use even 
castor oU. which is cheaper- At Jharia the labourers living 
in tlie quarters provided by the mine owners get liee electrio 
lights Those living outddo the settleziient in private houses 
and bnstJs use kerosene oil. 

Fbewood b tlie chief fuel used for I’ooking in almoet all 
industrial centres in the country witli the exception of 
Jharia, Jamshedpur and Calcutta, At Jharia laboniuis 
working in the coal mines get free use of coat, which is 
supplemented by wood, picked up from neighbouring 
jungles. At Jan^edpur and Calcutta coal is preferred to 
firewood due to lower costa. 
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Tiie fol tossing table sbows the parodittige of expenditure 
cm tiififlfi items to total expenditure under the group 
and Fuel." TIub percental will eerve as weighlB for caku- 
lating ills weighl^ indioea for this group. 
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Weighted index numben /or lighi and find 
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On llm of w'^iglita the iv^aghted indiocs for 
light and fml for diSerent centres wiQ be ns fbllowie— 
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CLOTmTro 

There nrs vidu differcncen in the <lK>8?e» of the labourers 
in different Provinces. Tiui (quality, eizo and Toiiety of 
etotli change very frequently. It i», theiefoie, impossible 
to find out eith accuracy the movement bi the index 
numbers of prices of doth uteil by ttio bbourera in the 
various 1*03Vinces over long periods. Nor are tlie records 
of the price tiuctoations for all the varietiss of clotbs kept 
and maintamed. To get a rough Idea of the gctutrol trend 
of prices a feiv well-known vtirieti^ of doth vrhkii are 
standardised and for which itigulor quotations are^ avtublile 
Imvo been taken into account. Tiie folbwing table gives 
the index numbers for these Taiictios of doth;— 
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regular records are availabb for the rent paid in the liuetu) 
oud the quartern provided by private landlords. Workers 
themselves cannot exactly tell the changes in rent duriog 
the vt'hole [ttriod of inquiry due to frequent changes of 
their tenement. At times variationa in house rent mentioned 
by the uorkcra atv not very reliable. In many cutuis, an 
increase in accommodation or other eemfort# iu a hmiae 
biings about a rise in rent which, strictly speaking, eaunot 
be treated as an enhancement. It is a compensation for 
addiiionat oonifort. Pnblie bodies at Bomhaj, Cawnpore 
anfl other centres liave now devoteil their attention to (Ids 
parohlem ojjd in some cases lunve even provided Bonia labtjur 
quiirtcrs. But they serve no useful pur[roso for looordiiig 
the movement in rent in these industrial contrea. Tliey arc 
too teeent and tlo not provide a bosis for long-term (jom- 
pniison. They are very liniilcd in iiumlicr and form a very 
small hractiou of the total umnbor of hoitscs netiesisary for 
industrial labourers. Tlity are rarely owupied hy indufliriftl 
labour due to a high rental cliarge—particularly in Boiuhay. 
Only the mill seitlemenis ate ihu» left for comparison. 
House rent does not rluirige from year to year. ComjJared 
to pre-war period, there was a rUt* in rent in lUi!d-£l when 
tlw War condilions caused a general rise in oil prices. Since 
tluin rent recorded praelicaliy no change. In lUllh'SO, Miere 
eras again a rise, and tlicso rates contuiue up to tihis day. 
Then? might have boon minor changes now and then, but 
they do nut vitiate the general trend. Due to tlie rcgnla- 
tiona of Boml>:iy Kent Act of ISIS, the liouso rent at 
Bombay could not go ni* very high. 

The folbwbg table ehowiit the uidox numbers for rent 
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MXBCELLAjrCOUS 

There are a nimber of mifioelbneo^ expeiifi^ incum^ 
by the laboiErera every month. Jteme inolade^ mider this 
head are: Barber, d^hi^ sweeper* medkines* education* 
noitway faros, tobaoco, liquor, toddy* pan snpari (betel 
ainnsements, festivab^ remittances abroad, interest on debt, 
repayment of debt, subseziptioD, etc. The moat common 
and more or lees permanemt miscelhmeoufi exponditure is 
on smoking and on the use of finely-otit betel note for 
chewing. Tobacco leaf mixed with lime and betel nut eldpa 
ia the coimnnnoBt fbrm of the use of tobacco* though 
indigenous smoking pipe known as huqqah (an Indian appara- 
tus for smoking) and biris (iofeiior type of conntrj-^miido 
cigarettes; the tobacco leaf chips are wrapped np in a piece 
of dried leaf itiatead of paper) are also u«ed. Cigarettes 
are less popular due to liigh costs. Ko regular records of 
the cost of other services and articles* which are casually 
used, are available and they have been ignored in tho 
present enquiry. The index numbers for betel nut and 
tobacco leaf are given overleaf: — 
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Biitis tob^co atie equally important and l^enoo 
weiglita ara albtted to thfim* Thiua the weight*d 
index number for the ooat of miscelhuicoTiii itom^ would he 
afi follows :— 
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G^kexlal Cost of Isvixc 

A "weighted general opat of living index number is now 
calculated by multiplybig these weighted indices for 
separate gronpa in each centra by wcigbta for each group 
at that centre in the total expenditure an ali groups and 
divided by the total number of weights for all groups. 
The following table sbowa the weights (on the bas^ of the 
numerical strength of the different grades of tabourara) for 
each group of expenditure in different centres:— 
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Tlifi following tabb jshaws tho w'oigJitod general csoat of living index numbers for nil contnj*;- 
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WA<i£a 

Wjiges Ywj from Province to Province, Indiistry io 
and joTi to job. No relmbk about 

tilie woges of industrial bbonrers are avoibiiib. The 
Goveromcnt of Indb pubiioation^ Pric^ and 
rwonlcd the wage* paid by a few industrial concerns for 
mottt of tbc jobs in an indiiatiy in thu diffiarent Pnovineea 
of tbe countryp For two reo^on^ iheso figured dfj not dopiest 
the true state of afFairs, FiratU% the classificiiiion of 
bbourera in all tlie department;! of an bidustt^? w not 
uniform. In many oaees ore quoted only for males, 

f&mdbs and diildien. Seisandly^ in arriving at the average 
jnontjily wage of a worker in a particular department, the 
monttkly paysheet of the factory for that department was 
divided by tlie number of employeeii in the depart men.t. 
Tt was only a eunple ariihiuetie average affected by the 
h%b wage of A tnifl i ry and Lbe very low wage of an unskilled 
hibourcr^ The publirsatiun, howaver, was given up in 1023, 
Since then annual reports of the worklug of the Indian 
Factories Act in the various Provinces recorded tlie Pro 
viocdal a'lnerago of the wage ratea for a few elected jobs. 
Tho data supplied by tbe;^ reports arc very meagre and 
undcfTenda-bb. The wage» for a few jobs are quoted even 
without mentioning the immo of the indwiry aaid the 
nature of work, a fitter or an engine driver in a big 
factory gets more thiLQ Es, 100/- a month and a litter or 
an engine driver in a smaUrepsiring shop earns Al>out Ra. 20 
to Rs. 25 a month. In the reports botli of them are totalled 
together and divided by 3. Secondly, tbe ligizrrs are the 
simple arithmetic averages of the wages paid by nil the 
employore in the Province, whn submit the returns for 
different departments of tbeir rnilU. In the Gnited Prov ince^ 
even these figures have been liiscontmucd from 1023* No 
definite informatioii is available about the number of 
empioyeeo workhig on various rates,, and without this, 
reliable aver&ge eannot be obtaiueil even for iuen 

on monthly rates of pay; w'hik tlie pioc^-wago system 
praotl^ in the various industries and Provinees is voyy 
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ooniplic^ted* It thcJ^foro diSiault to arrive at piet?B- 
work earnings \fbitli iwui be geiiemlly acssepted as com^t- 

V&riatioufi in u-ages m&y be due to tba cKauges in the 
type of umchinery in nee, A simple rise or Cali in ihe pic<5e 
Tfite or tfms wage cannot tlicrefDre bo taken ua an index 
of a thuig or foiling iuoame. The bigii mte may be dim to 
biglier bJUII tieceeaary for woridng impmvetl fype?^ of 
mactbinca or it may be due to teduoed output per hour. 
Ill textile? millw^ the aub^tiiutiun of Sue eouut^ for 
onee or a ohange in d^gns pmy neceesitato changes in. 
wage rates which may affect the daily earnings. 

Subject to these limitndonHp aiud from whatever iiinterial 
La avatlubb from ofittml pubbeatkmeT ofSidal ur jion-oificiul 
inq^dries and reports and personal inv^tigatiouja. u ititigli 
estimnte of tlie uorket^* moomc iu varioiui mdu^tries ia 
attempted. At Bombay the average monebty wage of a 
iveaver,^ a ^piunur and an unskilled coolie in IE^I3-14 waa 
about Es. 25^ 20 and i2 pespEKitively. Tb^c Fate$ remained 
more or lass stationary till iUl7. On Janunxy 1 , 1918, due 
to rising cost of living and high profita^ a general increaae 
of IS per cient was given to all the workers. A year Jater 
anuthor mof^ement of 20 per cent was granted. The third 
increment came in 1920 which ratsed the wuges of ike time 
wage earners by aimther 20 per cent and tliose of ilie piece 
wage earners by 40 per oent. The U>tsi rise by 1920 was 
thus 55 per cent and 75 per cent for time and piece-raite 
workers r^spectivieJy. Yet another increntent was given in 
1921, bringing the total dse hi a^gos of time and pioco 
workers to 70 and 80 per cent respectively. In addition 
tills, tlicrc w-jiK a separate deamoes aJIowaiioe at a Hat rate 
of Ra, 2 for Z2 days, one anna per day, V\“agcs during 
1922 and 192:{ remahied stationary. In 1023 an attempt 
made to teduce wagea» but it rcsnlied In a serious 
labour strike. The wages could not be directly reduced 
till 1925 though duriug thifi period some deductio^iB were 
indirectly effected. Between 1925 and 1928 the wag^ 
again remained stationary wdth tho only chajige that the 
deairneKS uilowancc was either stopped or added to the 
regular wage rates. There has been u reductiDn in adages 
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between 1920 iind 1034. tJi* avemg^- iiill op to 1933 being 
L7 pet* ecnti Eli was taified to per cent in I9!t4. 

At Alimcdiibad tihe itirerage mcmthly wages wf ft weaver, 
A spiimcT and aji tinn kUlArl cipali^ abot^t R^. 20» i 1 ■ 

anjd 10 reApeutively. Wages tos© betwieen 1918 aud I 02J 
when the Average monthly meonue for w^tcto, spinners 
and uttfikiUed coolies wore 44, 25 and IS* sho^iing a 
rise of 120, 127 Bjid SO per cent respectively. In 1923, 
wag^ were roducetl by 15 per cent of the then current 
rates of wf^gle3^ bringing down the actual rise in wag®, 
eotupftred fo 1914, to S7, 93 and 53 per cent reapeetively. 
VVi^e^ were increased Again in 1929 by S pet cent and 
5 per cent, for spinnerB and weavers respcetdvel3% but this 
wa& nentmlised by tbe cat of per cent imposed from 
January, 1935. 

At Nagpur, the average montldy wtigea for a weaveri 
spiniiet and an imskillcd coolie were Rs. 19, 8, and t> 
respectively. In 1918 the wages were nused to Rs. 21, 
and 11, The next increment w^as given in 1920, 
when the wages were Bs. 31^ 14 and 16, a total rise of 70, 
75 and 78 per cent reepoctively over the wages paid in 1933 
and 1914. In 1024 wagigA roaa to Ra. 36, 16/8, and IS. 
From 1924 the wages remained staticnaiy with a tendency 
to faU. In 1929 the menihly wages of a weaver, spinner 
and coolie c^roe down to Re. 33, 16 and 15, Huring the 
depression poriod between 1929 and 1935 the full lias been 
very steep, the wages being reduced to the lower rate:^ of 
Re, 20, 15 and 11, a reduction of 22-2, 6-25 and 27 per cent 
respectively. 

At Madras, average montljly wages for a weaver, spinner 
and a coolie were about Re. I!1 B}% and 9 respectively. 
0uijug the War the rates of wagea^ gradually rose till they 
were Re, 21/8, 16/4 and ifl/S in 1921. The increeae con- 
tinned till 1923 when the w^gss reached the maximum 
amonnte of Ks. 26^ IS and 17. Betwoeo 1923 and 1020 
the wage rates dM not show marked variations, though & 
downward trend was always noticeable. In 1930 there 
Wfts agem a slight xia& in wages wbcD the wage of a weawr 
and spinner anrpasE^ even the old rate^ of 1923^ ihougit 
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irith- narruw maiii^gkii. Tftt rates In 11130 Rfi. 

27/a, 20 md 13/4 respecthnely* During the depni^on tim 
tfTigefl cnmo down and reftcfn^i the low IotoI of Rs- 23^ 
15 and 10/8 in 1034 and 1&3B. 

At Caloatta approximate average inouLh]; wages in a 
cotton mill and a jute mill for weavers, spinn&rs and coolies 
in 1014 w'CTO Rs. 22, 14 and 10. S%ht rise in wages con* 
tinned tliroughout the war period whick was folloived by 
a geafiral and aubstanliial increase in 1020 w^ben the mtos 
were Ra. 35, 17/8 and 15, a rise of 59j 25 and 30 f«T cent 
reapectivelyp In 1921, wages further roae to Rs. 37, 20 and 
17* By 1027 these rates oamo down to Rs. 30/2, 10/1 and 
12/15, When the T fidjan Jute Milla cortnjJed producttoti 
to a four-day week the workers were grouted an mlditionat 
allowance to eompensato for the loss in wages, known 
khoraki (meals) payment^ which wbs practically equal to 
another day^e pay. The khorlki payment was first paid in 
Deceuiberp 191S, and was ccaitinucd dll Dooember, 101®, 
when it was stopped owing to nulls reaurD?rig full w orking 
daj'B in the week. Since 1921 this pajTumrt was resumed 
and has now been ineotporated in the wage rates. Ernm 
1921 to 1030 wages continued to Ml, though die reduation 
was not very steep. In 1030 the wages were lia. 2S/4, 
14/1 S/0 and 11/8. The general reduction in w-agea he^ai 
in 1931 when the wages caiuo down to Es. £2/8^ 15 and IL 
Those ratea coniinuo till to-day. 

At Cawnpore a?>d Lucknow approximate average mouthJy 
w'flgee of a weaver, epmnor ami a coolie wore 12^ 18 
and 8 respectively in the pie-war year 1913, EVom 1015 
wag^ ehow'ed a gradual rise year after year up to 1923 
when the maxmitnii tatea of Re. 35, 28 snd 17 weretunchad. 
The phenomenal incteaGO in the wages of a weaver wiis 
due to the double-loom, and at times even Lhree-lcjonii 
system, followed in the cotton milk in proferonce to the 
old practice of working on smglo-Iooai weaving sypb&m- 
From 1922 to 1925 was a period of gradual feJl in w'agos. 
In 1925 thnre vras again a slight rise in wages cx^m|Hired 
to the previous yeari though on the w-iuDle wages were 
considerably below t-be 1922 level. lu 1920 the wagee had 
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OOTOfi down to Rfi. 25, 18/0 and 15, In IftSl tbore was a 
^narked tc<luotiDn in l>y 2^, 10 and 7*6 per cent and 

this fall i>ontiinied till t<i”day. 

Li the collkiries at Jliaria the rate of wages per tub of 
ooaJ caieed by a miner was amuis. It wns raised to 
6 miuas at the beginning of the war and subsequantly 
Increased to S annas per tub in 1916. Between 1923 anil 
1930 there was a eontinnous birt alow decrease in wage 
ratto. The rates of annas 7'6, 6*4, 6-0, 5-8, 5*5, 6-4 and 
6*3 per tab were paid during the period of seven ycaia from 
19S4 to 1930. In 1931, 1932 and 1933 the fell was very 
appreciable, the rales being 4'7, 3*6, and 3*2. ^he last rate 
continues up to tb© present (fey. Thus in 1931, 1032 and 
1933 the index numbcM- for wages (sompnred to pre-war 
rates waa 104, 80 and 71, 

At Jamahedpur the Brot iiioreass of 10 fKW cent in wages 
was given in lOH due to increaiied cost of living. In 1920, 
(iBcr the big strike in the Tata Works the index number 
fbr wages rose to 140. In 1922 the Iron and Sted company 
wanted to roduoe wages by 10 per cent, but due to the 
second strike it could not be gn'en efiect to. In lfi£j and 
1928 there was a fali in wages by 2 per cent. The third 
strike came in 1928 when wagea were raised agium In 
1920 wages were moreasod by 17 per cent over 1926 rotes. 
The total incroese compared to pre-war days was 64 pet 
cent. These rotes ate paid till now. 

Tfee table on the epposilc page compares the movement 
of tlie cofit of Irving and wage indices in these industrial 
centres during the whoie period of the infjmTy:— 

examination of the table shows that almost m every 
case between 1914 and 1920 the ooet of liilng fedei 
was much higlier than the wage index except at Jhazfe 
where on iiiunedfete increment in wages was allowed 
at the outbreak of the War. As a result of this difiparity 
betw'cen the inoome and the exiJendtture of the industrial 
febonrcro during the war period when prices were violently 
ritsmg , n geimial rise in wages was granted in 1921 and 1922. 
At Bombay, Nagpur, (fewnporo and Lucknow* the levised 
wage rotes covered the increased expenses of living, while 
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at Abmedabiulj Calcutta, and jAnishcdpiir ©Ten 

the inorea^d wages romained oonaidorably hetois' the cost 
of living. At Jharla no further inorement wis givon at this 
time oven though the cost of living liad eurpaiised the 
rate of paid during the war period- Tlie 

tranHitioti period between the war boom and the eooiioiiiic 
depiusinoD diowed a downward tendon 03 ^ both in prices 
and wages. During the period lft23 to 1038, with the 
eKoeption of Ahmedalrad, Calouttap Jhaiia and Jaiiishodpiir 
whore the wage huliocs were lower than the of living 
mdiceSp ot}iej centres ahow^ed a small margb^ of wagit; over 
tlie aost of living. In th© deprossiou periodt however^ there 
wane atcep falls botli in tlie indices of wngos and eoet of 
living—thii time the expeneea faUing below the wag^i 
The solitaty exoeption to this general leudency vms pre¬ 
sented t>T Jhftria where wage reduotions eTco^teded the fall 
in the price lovel. 

The low eosit of living index during the depression years 
was due to the fact tliat the groups included in the* family 
budget ebo^ved a high proportion of expenses on ecrcals 
which hiul the record fall in piloea^^ The vnrione sorvitas 
that could not bo included fnr meordmg price ehangefi 
remained as oo^tly as before and with a provision for the 
increased expensef^ for these sendi^ tlic small margin cif 
excess would t^anish. 

The excess of wage over cost of living indices 

elmixld not be token lo tnean that the uiorkem are wrU oif 
and ^houlrl remain contented with the amount they are 
at prre^nt earning. Tbb essay only shews the comparathie 
rise or fall in both these fao^r? and their disparity. The 
fact remains that the standard of living of the induEtriaJ 
latrourers in India is In no case better than semi-st^rvatloii 
■ftmidanl imd neo^ls inmu^iate attention iriiin all interested 
in the wefiare of the lalKiurere and the industries wherein they 
are employed and the country in general. 



rriT^m m xiiv 


INDIAN EMJGEATION 

Trends of Asiatic ^mieratiaiL —in tho suuth and cast of 
Asia more thou balT tbje hitman raoe is tiovr confined to 
an area witich repie^nta opJy 4 per cent of the globe 
surfaoc. On the oppoaito ahores of the Pacific and IncISoii 
oocam are vast-, manleas areas to which ''the fiowing 
myriads &om the East^" fleok adjnis&iozi. llie outward 
tlirosfe of the CMji^se, Japanese and Indi&ii cmigTaiita to 
the iuidoveJo[>efl mensoort^ equatorial anti cold temperato 
Lands within is one of the mOfit ontstondingi yot 

negleiuicd. ecoiioniic phenonuena in tbis coiitment durmg 
ihft Ituj t Tew decades^ Di the eifitire Ltidd-Pacific 
them is ati enortiious disparity of populati)t»ri pressore and 
etandanl of livingi whioh inrites a cotu^iaiit flow of migraitte 
from the densely to tho thinly inkubited areas. lu tins ^ 
well ue in the exclusive national or regiomd T^hcy of 
Oriental exclueion w'c have the seeds of a momentons issue 
which niay involve the oiviliaed races iu a world confiiet. 
Among the tliree Oriental coimtru^^ the population pnes- 
eum IS higher in iTapan find China than in India, India's 
itidiiBtria] resotiroesr thougii limit&d aa compared with 
^Vestem Europe and the Unified States^ must be oonridenerl 
larger and more varied than in Japan, Thus a rapid 
izuiiistrmljjuition may afford an outlet for her teeming 
miUioiis. Yet over-pop Illation and tho dedrv for a higher 
standard of living are responsible for an firmtiat emigration 
of about 200^000 persons from the Indian fiJiotes, The 
total number of Indiiuis now settled abroad is abouL 
ill25,000. of wfaidb only 1^^6,000 aie out^c the British 
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Empire.* About Ja^>ane£e reside outside Japan 

proper^ only 762,500 Japanc^ liviitg outside their own 
empiiOp hut Lbe Chixtcee ikr outnumber the Indiau or 
ookmift^. Tlie numher of Chiiuose now liviDg 
nhnmd ii^ 180,000 ^cording to Tu Cliiui.* In spite of 
OricutoU exolitdon the tota] number of Orientali^ now 
tiettled abroad k about 10 uiiliion pemouH (mth Apiiendi^}^ 
On aeeount mainiy of the eeouumie depFe^ion nnd to i^mfi 
extent due to restrictive meaenres adopted by tbe edd 
immigratiDn countTicj^^ continental emjgmtioii in Asia has 
received a aodouG setbaok. The niouiber of iTidian emigrants^ 
for inii^taucOi wbieb from 214,805 in 1026 to 221,707 
in 1027 dcclmetl U> 109,561 in 1028; it rose agsin to 
1:17,01D iti 1&20, bufc dropiied to iU,720 fuui 10,0411 only 
hi 1^.11 and 103^. In 1934, however^ the figure went up 
to I3<j,i94, giving distinct proof of a riQiiewed movement. 
On the other timid, the number of immigTaiits sLeadily 
rose from 89,772 in 3927 to 1114,453 in ond 164^652 
in 1936» In 1933 the LoiiiLigration dgnra^ fell to 111,232. 
Similarly, the number of Chinese omigrmii^ (througli 
Uong Kong) which roise &om 216,527 in L92G to 285^593 
in 1927 dfiOlined steadily to 257,162 iu 192-S, 2i7,5i3 iu 
1929. JS8.W0 in 1039. 100,869 in 1031 and 55,630 in 1932. 
In 1933 the tigure rose to 57,515. In these three yeans the 
number of retumefl emigrant wa^ also on the increafie, 
tlic figures being 187,847 (1928), 186,390 (1929), 223,130 
(1930}, 283,800 (1931). The-recent years sbow^ how¬ 

ever, a dimintition, tho figurce being 232^390 in 1932^ imd 
141,133 in 1933.® hi Burma atone the total rmiuber of 
inxmigranta dedined &om 3€0*oSK) to 309,426, white there 
wa^ also a heavy fall of eiuigraat-H from 359,270 to 307^131 
between 1930 and 1031. The tewesi figure of cniigtunLs 
(i4ipjl33) was rcftchcd in 1033.* In 1934 the totfd uumbei 
of imnUgtBinhs was 256,004 and of enugraiite 226,698. 

> Tbs afflj- j ii l ii 2^464,000, biii ibi* mtfms mnd 

immll vd-itkiiutinlE. VuU €vrmr Ilf India, 1^31+ p* 72. 

*ObirL08« CoctQtilE^r StAiistiEs 10 , 0 ue, 00 <| am afiyu MJirmtirt *.. 

’ or EmigrAli£m Inmiigmikm* 

JuiiiiLry. 

*Bufiuii AUmioiATiWiui Reports. 
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Similarly tLo omigmiron to Ceylon tmiJ Malaya benvily 
cbdiiicii na ahowit below*:'— 


Number of Emigrants from Ivdim I^orts to 



t9ta-3n 

1930-ai 



lo.ti-Mqoawo 


CVykiEi 

HiUoya, 


4xm 

31,210 

301,Me ^ 17.130 

«i 1 

t 

13.093 

ill 

SO.Nti 

2e.T89 

OT2 1 
IjTVu 1 

5.501 


The economic depnsasitm widch began in 103(> i:esu!tol 
tn tlie rodiiotiun of wages and repatriation of Indian estate 
lal)ourere in Ceylon and Malaya. Only in tlie oourae of 
five montha in lOSU aa many aa 73,000 Indim Jabonrers 
were repatriated fiom Malaya. The aamo year saw the 
complete cessation of recruitment from Xtnlia to ilaJava 
ttn<l to rubber estates in Ceybn. Witit tlic rise of 
rubber prices and revival of work on ostateij, liowever, a 
abortage of labour waa fell in tlio subsequadt yoais. In 
lft33 til© Govearument of India, on the request of the 
Malayan Govenunent, permitted the reopening of vohui- 
tary asristed cmigTatmn. This was, hmvei'er. restricted to 
20.4M)0 during the first year (1934] and was regulated by 
a quota ^tem subject to certain safeguards. The fiow of 
eiiugmtion revived temporarily, the labour requirementa 
Ifcing nrot in 1035 by assisted reeruitnient of 13,207 
oiuigrante and 7,545 non-emigrants. Thb system was, 
Uowevor. dtscontinueil in 1936 wdien voluntary assisted 
emigration wn« allowed witliout a quota. In 1936 the 
mimbei- of assisted emigrants and bboureni was 27,«S«, 
hut ttiiB inoreased to 104,979 in 1937. The total mimboi 
of Indian labourers in Malaya at the ©nd of 11137 was 
335,343 as Compared with 290.393 at the (sad of 193®, 
Obviously the supply of labour exceeded the demantl. This 
ox|:»Iain8 why the living wage of the plantation worker is 
stilt execedingty low» The emphryore aim at maintaining a 
surplus so Giat in ease of early revival of the rubber industry 
the scale of wages does not show a sliorp rise. Besides the 
low soolc of wages another important drawback is the 

^StmUtkat AbHrait t/ jSridiA^ tfidw, 1935. 
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iliEijMuity SN=twtj«n iJte ^mpi>n\oti of iruiii and women 
einigrant^^. Stioh disparity cmmot lio jp&medbd unksH 
tiiB Malayan GovmniEWjrita enoourngo tlie 

lulujiirerti III oti tlie land. And in tlio rndifln 

Ctcivommcnl jsboulil now pennit envigr&tinii only 

ill 60 fur IIS prosjHH.'fef of land sottlcmoiH, tim held mt for 
t lie omigrante. The year 193C^ akea^ly saw a goqd deal of 
laluiur unrest. EoUo^nng the reeomrneiidatiicm of an Indian 
dL^pijUtion led by Sastri the Malftyan Govenimeni in 1037 
riiifioped tlie wages of Indian labourers to the level at 
wluch tlif^y siood prior to 1030. But the Ereah doelino of 
ruhljor thir end of 1037 Jed to the reduction 

ill iviLge^ on rubber e^states^ This bi« eventiiuJly led lo the 
prohibition of uJl aesMod nmigraUan Lo Miilayo until supply 
and demand fipproaidi eqmtibrmm. 

t)f the total i«ipti]aiian of Gey Ion aiuuuiitmg to o| niilUoriF, 
ever T laUia are liidlona^ Approximutely one-eighth of tVto 
popuhtioii. The emigratioii uf Indian IaIiout to Ceylongreatly 
docdinc^l ue tlto r^idt of tlic eeaiiottiic deproi^n, as will 
appear ferni the table above, hut the demand for M^iir 
iTjvived with improvement in niblwr tmd tea mdufltriea. 
in Ul3 4 thv total imniber of arrivals of e^itato Uboinrirs in 
t^ylon Tvas 140,607 and the depiirtnres 54,7tKlj, a net 
jneroaae of 85j^>JT. In however, Lhe arrivab were 

tvilueed to only, os after the large recoupment in 

1034 the estfttee fonnd iheif tal)Our forces practically 
^uflicient. In J037 !lio Ceylon Govemiaent appioaclii^. Lho 
tjOTOTnment of laiUa for pemiitting the reomitmeni of 
fi.OdO labourer» But the latter withheld pcrinission as 
ueJllier any revision of wages waa proinised nor was any 
flj^tirmioo fortheu tiling from Oeylon rcganling tliw extetiBion 
of fmnehise to the Indian esiuto Isbotircra, According to 
the A'ilJago Cbmiiiunities Ordmanoe, wlueh was passed hy 
the Icgudaiurc in Ceylon m 1937 ^ the friuichiso b given to 
{lersonji ow^nJhg not than ^ aireo of land in a yillagD 
an]ia on wkich tlic bnd tax in payable. This hod practicaily 
excluded tho bulk of the Indian e^t-ate bbouFeia, wlio hud 
liii te opportimiLy of acquiring huid oven of t!uit eize. In 
193y an Bmlgratioii BiU was passed by the Ontral Ijegiftlu- 
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tmt in India which seeks to oontrn] “uunsststod " eBaigration, 
t)io latter having contributed to deprefts the t'onditiijiis of 
lahotuers, Indioo and others, in various o^-etseas countries 
wlkero Indiim euugmtion Is stiJJ permitted. 

Tbo Indiims aa pioneer iarmern and eeUten,—Oriental 
loigntrts liavo gone to most pioujeer belts iii tlko world 
that needed an indnustrioue populatien, atid have tindoi- 
taken reclaiuator^'' or extractive work invaluable for new 
communities. At the early stages they were brought into 
the new arene usually by a ig^Jrtem of indenture or oemtmet 
and offer of facilities of sett lement on tlto land, somotlmes 
including free passage, firee Lousing, uuslical atteudanee 
aud free pasture for cattle, tm in the West tndiisj. But 
lutor free migmtion followed the old nmtes of oontract 
talKtiir, The origin of the overscan Anatii: Boiilemont 
accordingly was mostly released indentured labour, or 
labour originally minted and reemited for the development 
of pioneer lands. The Indians luvvn thus gone in large 
numbers to the plantaticuis of Ceylau, whore they number 
1,113,000, and to t lie tallies and plautatious of Mnlava, 
where they are G24,OUO. Indian emigration to th^ 
udjaeeui regions ia govenied largely by tins conditio rh of 
rainhill anrl harvent on the Indian ccutdnent. ThervioTn 
emigration had, and still has, its tevumiit {leriods of 
progress aud setback corre»|>ondiiig to agricniltural pros¬ 
perity and flrpFeeaion in India. On the other hand, 
euugratHin to distant colonies was foUowed by a tendency 
towards permanent settlement. 

This tendency, specially marked sin™ the abolition of 
indentured lafx>iir in J023, has lieon offset, however, 
particularly in regions where the resident Indian emigrants 
are dominant m agriculture, commerce and the pro&ssiona, 
by the use of political power os an eugioo of econoiiiin 
oppiresslon of the Indian competitors. In Mauritius, which 
is tfie hnlf'Way house between Afi?a and AiHi:a, Indian 
settlement began from 1839 under a system of indflidnrvd 
labour when tho abolition of atavery tlucatened the min 
of the sugar estates, and now tlie lodmns number 281,000, 
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represe^itiiig hioitq thm ttvo -thirds of the ^tire pojmlatkiti, 
md [M 3 »ess ftboitt 40 per cent of the culti viiti&d The 

ooloTU^ing pioneers eaved the Lsland froni finsnoiiil rtiin &a 
H ntso ^™l Natal latM-. and the Indo-BJlauTitlmiH are 
rHfpoitfiiblo to-daj for the encouraging agricultnrat 

mill iommcrtiiil poailion m one of the hlghji^ productive 
:irpjut tti ilu- Britiah Empire, iioiTiitbBt4iniliiig the i-iaiutions 
of oyclones, droughts and epidemics aowJ tho pi^iit 
depic^foii. The hm nhipmeni of ludian lahonr reachc<l 
Nfttai in i &00 in aid of piimeor enterprKeiS on coast lands* 
In IWfiO the Indian popiihition here increaflod to 183.040, 
Outelde Natal the ix^ttort of the InfUans in the Ujikm of 
South Africa is not strong, the total iiutnher in tlie Union 
being Tliree migrations fmm tlie Orient to South 

Africa took place daring tho bet century and a half— 
Indianfi. Chinese and Alnlayos* It is noterworthy that the 
Inclian emigratjon to South Africa pna-ved fiir more ^foccefis- 
M than the <''hmcsc or ifalay emigration. Only 3.(i(M> of 
the flliiiife®e immigrants iiBve now survived; the ilalays 
have miemarmd with the Hottentots, but tile Indians 
have tranfifbimed themselves from imlentureci labjnrtro 
into thriving smaU fimnms and laerchantB and are now 
nptead all over tlm eouut3r>'. In Soulk Africa the liidiiui 
cuiiigrani ftaved ilm sugar estates and the mw liokmy Jh>m 
all impending min and developed Togclable gattloning to a 
fhif^ art and wliok^k imde and miail-defttiug as a ttmtatire 
piofe»ion in tlie citk^. But ^lisEitimhiatfon in paliti^^it 
franohiee, land holding, trading licence and miniiLipa) by¬ 
laws hns for Bonie decades restdtod in heapitig coonoinic 
htirdeiis on the Indian in n oempetitiou regnkted in the 
intcrestH uf the Boer frho hardly shows imperial patriotkin. 
In Natal the Indioji vnva deprived of the parliomtiiitary 
franchise m 18^8 and of inunleipal franchise in I02S. Even 
Lhc limited i^iduc"' of Xudians di>es not obt^m the social 
bcnoflt-s to whieli tliey are entitled aa a permanent eaetioo 
cd the population. The ‘'mothers^ grant” or the pro\'isinna 
of the l>bahlcd Fen^joiis BiU iuc not extanded to them; 
while Uliutm^y b ohiKi rampant, alvout 20.000 
children of the eehool-going age being nnable to attend 
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In Tnmfivaal Llie Indian wms debarred fmiii 
Fcsldeucsc or tiTwd^ in srp^oifletl arctis in I'&SsJ- Tlic ftltegat ion 
of further of Imliojis into Eoiopoan nrea^ liaa 

been proved unreal by tlio Murray Coutnii^on^ Yet the 
fsegi^tion of liiclianB in limited areas whore reflideDtiul 
land is soare® nasiUtfl in high rents wlikh hantlicap buffluefla 
imd Ml partionijirly heavily on tlio poorer eeotion of the 
Indian commimity/ In the Cope Pmvinoe a Jane tlie Indbma 
have the municipal, prorinjcial and parliamentary voles* 
subject to an education test. The ©diemfl of «i5$iitfkd 
emigration to India, which was the ontcome of tlie Cftpe 
To^vn Agreement cf 1927^ ojuJ according to winch 

were sent hack to India, has practically failed due 
to the conditions of economic life in Indhv and the fact 
timl W per i^mt of the Indian population of the Union 
ikrc Tiovv' Scmili-AfiTCiwi bom- While many avenues ot 
eniplojmeikt are clo3e<l to the Ttidiaus* there lias lieen a 
decline in the percenlage of Ijulians emplnywl in industry* 
The gieneral tnnilimey seems to ho to coii^e the Indians 
more atid more to retail trade* Bocentiy iht* Bouth AinKw 
(lovcmment ha vs suggeiiteU nie^amtrefi oakuhited to bring 
about segregation for the Indifimi ooeiipyuig their oivn 
territory and a scheme of esrvitnde applying to property 
lield by Eurepeans wldoh will Iswl to ihcir virtual iiogrega- 
tion. Both these have been opposed by tbu tjovernm^it 
of ludin on the groimd that the principle of regrogatinn 
Is not acceptable until the 1027 Agreement hfua lieen ter^ 
miimlred; hut bjil^ on the sub|ect have just bo6ti intro¬ 
duced (193i>) in the Parliament of South Africa- In Kenya, 
where the Incbana established tbemsclvee long I«ffore the 
Bfitish api^eared on the an oiderin-couneil baa been 

pToiKwed (1039) for the purpose of neeorvmg the HighlandB 
for Europeans. Similarly, in Southern and NcMthem Rho¬ 
desia cinil KyassalandT the adnunuttrslion pnuncuited 
it.s poUev of prevcoiting the fiirthcr epfry of Indians wlm 
number only about whiU! in Tai^auyika, where I ho 

bulk of the trtido is in the hands of alwjt 20,000 Indian 
bcttlers^ an ordinance for the control of marketing flcriouialy 
threatens tbetf activity. In Mauritius (281,000 IniiianiSi 
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70 per <xm\ oF tlio toljU popuJatiojO Inilbui nmk- 
om ill the pkiitutitiiL^ iinci eiirii ejccet^diiigly 

law tuid ttn: fubjeirtcfl to hitiniliat^iii^ disabilities. Nor 
b much prooibe of settlmg Indl&tia in British Nrsrtli 
BuiuoOk BritiMh New Guint^ii^ aad Britkh Guiima. ivs 
wtlggcsittMl by thfj CulcitiisatioD Enquiry Committw. In, the 
unexplujtod momooti of East Afnca the Intliaii 

penetrate! oenturiefl before tlie Europtwi's udvent not only 
as a trader, nu^ne^^-lender iind groin-dealer, bui also as a 
smiUI farmer who introdiioed the of plough (ukI 

weU irrigation and rotatioii of orops brought from tiis 
liiotlior^larid. Economic diseriminatiati ^Lgoin^'t him tu the 
mailer of trade lioenofl ami land o^rnerahip Xs eqiMlly 
evident in liiia regton, 

lU in Natal, eci in BriliBk Guiann^ Jmnaica and TiinitImL 
iho inilnntiiieil liuliiLn labourer ua a iiue mim tiutU 

the free ludiau populatum fur outnumbenKl tlie ikipulatioTi 
Indentured on ihe estatea or min^. Ibolies have !m;ii 
replaced by fftmicm. fruit^gtOftcm, artisans, and 

nicrijhaniH on « counidemble seab, aufl a sprinMing of 
profi^nnal k ako fbmub There aie now ab^^nt 

32b,d(H^ indiun^ in Guintui and the \K^ Indies. The Indian 
ButtlefB in Rntiith Guiana (l3B^0a0}„ who cunKtitiite iO per 
cent of t be tot*l [KipidnlloUt suffer t he evda of iUitentcy 
and economic iwfdoTn; wliile in Janiaica Indinnaj 

Inilhui mnrnngcs ecD<irding to traiiitlonaJ rit 4 is ore not 
reeqgnkcil by law, Gnemplqjmcnt ia now rife both in 
British Guhkna anil Jatonica. In ilie hitter island, except 
for ft few etorokeepers, scattered hors ami tUere, the Iiniiaii 
enmmimity k stiJ] an a^JciiItnnJ and lalxriuing tme, the 
jnapjrity of 'H'hooi now dts not obtain work lor moie Lliaii 
two days in a week. The Indian populatinn ts cluuiging 
ttie oharacter of parts of the Brttiuh West Indjca; nJready 
a third of tlio iKjpnlitlidti of Tiinidad and 40 per vent 
of llu5 jiopiilatioii of British Guiana atn Indianfl. TJioy 
har^ hmuglit here hnuwledge and teehnique in rice culti¬ 
vation, will to their stdll is due the first developuifiat 
of the rice industry which has expindod uniil rice lurrO' 
age cotiipri^ nboni 30 per cent of the cultivated jia'a 
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iti Britisli Guiaim- As & rul& tho Didisfiii migrate 

to countries undar the Britifih flag* Apart ffOia stiiJiU 
m^lLgiblo ^ttlementfi Ui lodn'Cliinfip th€ Dutch 

Dacififl isliuid# liko New CaledoiUJit ami tli^ 

Mommbiqao, the only signififiant exception Dutch 

Guiana, with, 57J00 immignrnts from India^ uldoli 
represent? an overflow from the adjoinii^ tortitory of 
Rrituiii Guiana and the Umted States with nearJy T^rHXJ 
Dulian Immigrants. 

rnrfiftn, Chinese and Japanese znovamenta.— Tlie Ctiinose onil 
Japanc^p on the other haniii show no special prefiorencej 
and Imve migrated to iiew lands in oeed of the pioneer's 
toil witliiiut regtMfd to any political conaidoration. In the 
Pairtfle tlttj Indians Imve efitatdisLoil an oatposFt iti 
ism tliLf Japanese have done in Hawaii and the Chine&o in 
Smiioa, the &M!riety La Lands and t!ie S^Tarqne&Qe:. In Miday 
the IndituiJi prooeded tiic Chirntse hy nearly ton ceiiimics, 
but to-cla3’' the Chltiesc; oiittiumber the Ixidiane by four to 
une and hold the stronger position hem, the latter Wing 
ooufmed lo anskltled luid less tenjimemtive liiifti of work. 
Similarly in Dutch East Indie?!, hi epito of the eiviliiiiwg 
indueneoof Hinda ooloni*5ation in Java^ Stnnainv and Bali in 
the cent uries pas^t^ Gio Indian flettler& am far oiit-mtmil>Brpd 
hy iha fT hino aftj who aro uow^ reckoned at about l,234jO<Uh^ 

Generally OrienUl migration, like all mass migration, has 
been geographically limited hy latitude and isothcrniA. Yet 
it appears iluit tha Chinese^ (md in a less mcasuie the 
iTapjianej^p exhibit ii wider range of oolDDisatioii lliati the 
Indhuvs. ThJa ia perhaps due to a greater adaptability of 
the yellow races to olhtmtio variation. Tins b# ecrtaiiily a 
rtisikd vantage for the ladiniys, who are strictly indued to 
the rene of 20“ N. and SO'" S., which b that of tlxe mean 
latitude of india. For this implies that Indimi emigratinii 
wit! be oenfined chiefly to the tropical rt^ions^ and ita 
future U bound up with tho intricate problems of tropical 
hygiene and sanitation. 

i For UMslti eopriMp Iho wHtsr'l ^ Wl4 LttlKttlT UI 

A^xktiJlttrr oT Senith i;Mt TM Mod^n Rmof, CAkutta, DoctFiulMbr, 
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Mass migratiaiis.—In ILe Onfintal cnuntrie^ \iitb 

dfiYolopiK] eivilisAtionB^ Indiii, CJiins and Japans tk& hnnmn 
ro£iervoir is fiiU to the brim and h now ruitnliig oven Ammig 
these Ghiim has shown a mote active liaigmiion presstm? 
dno^ the Cbinet^e Retrolution imd iU aftermath of imermil 
distiirban^^ No doubts alt tbiogB beln^ equal, gixjgrapliy 
and ecology will goForn the limits of colonisation and 
settlement of the diverse Oriental peoples.* Political and 
econunuo oppottunltied being equalij^^ thn migrants wSl 
bo more ^ucoe^ol in r^ion^ whose oUomte and hotanical 
resoiiroea aw simlliu to Uioso of their own hoindkndB- 
ITiUA the Chines and the Japajiese expand into aud s^truggie 
for ffuprenmtiy in North Manchuria, Mongolia and Biheria 
wluefB they meet also an attenuated stream of Hnsaiazuip A 
idmlbr meeting ground of Oriental migrants, Ciiinese and 
Indiana in this oase^ h Lido-Chinu and Bunna^ into which 
stieanis of sottlet^ from the over-saturated Provhieos of 
India and Southern China are now pouring. The frontier 
hetween Chimi ami Burma has Httle ethnic or eultuml 
aigaidcancoH Tile Shans of Westom Yunnan resemhlo 
cloeely the peoples of tluj Shan States of Nortli Burma, 
both hfeing represented by the great "Tai” s^toch whiGh 
has been gradunlly displaced flouthwiuvis. ''It b note¬ 
worthy," ohserFca Roxbyp "that in this far soath-we»tom 
Ijorderland in contrast to the region further north, the 
Chmeso are rapidly cobnisirig the uplands but arc leaving 
the valleys below 4,(K)h feet to the Dhaiis, who are bettor 
aocitnuidsed to tropica] conditiona/^ In British Molava the 
Indiatts ought to have suocoeded better than I lie Chineso 
from the southom Provinces of Chhiai, which also distrfbatwl 
t hemselves in tho docafles past in the neighbouring terrilories 
of Annam and Tonkin and are now penetniting into Sbm. 
The Indian former is abo attracted hy the tropicu.) forest 
regions of Nortliem A^ietnilia, Ceatn>l and South an<r East 
Africa and Brazil. But in aU tlLe$e regions^ excepting 
Tanganyika territory^ wdnere there eanuot be any discriiu- 

* Fch' tho cnfOiiA cf mCuaserul ccfoiiuatioii qJ OriuiitAli^ Me Llim! 

" P<ipulAi.k)|i r^KpuTi^ autJ that in Am*"' b the inc/mFr 

of Mc^twmv<w^ JuJy nnd Ckicixtf^ ID33. 
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iiuitiuii aguhifit aliens, th® Indians h»Te met with rcsbUuio® 
or disKjniiragiemeiit, 

Id Bnml, vidkiph has the chief dnstinatidii of tho 

<Ja[»iuKiHO oTeiwaa mignutts ainoe 1024, Indian emigratum 
was also oncoiiiagecl for the oxplottatmn of vast i^ric ultoial 
and indnstml resources. As o result of ooonomio dcpresuioii 
and uneroploynient, a restrictivo decre® was, hou'over, passed 
in Him* More oongonial for the LmUans me tho hot inoti- 
^11 regions in the West Indies whore they ham contributed 
umterialK'' to population growth, AgrioultTirai prosperity imd 
oivillsation. 

As CdUgeutal but perliaiw more important in the future 
for the migrant. Tnfluma are the imdcveloped mouisoou 
luiuht, ns tliJC Eatit African and N^ortb’West AuatraUim 
coastal plains, where the Jncliau jigrieultural c-xperieuee 
woulrl be «s iuvnluable as that flcrlvieti in North Chinn and 
Maiiehuria would i>e for the uncolooistsd stcppe-lanilH of 
Siberia and Cantuia, The Tamils of South India who have 
emigrated to the northern plains of Ceylon have introduced 
ail eittensivo aud coniparntively efficient oultivation of ricOt 
tobatioo and vegetahles wtOiout the ahi of irrigatiou tanka, 
and their adaptive ctopptug, weD-irrigation and agrioulciital 
methods ill the dry rone present ft striking contrast with 
the tiuditional Siiihaltise village oultivBtiona in the unot 
zones. 

Economic reoauBtructiQn.— Dudley Stamp has observed: 
'‘Indian agricultuio, as far as oropa aro coucemed, could 
be applied to a ooiisidembLe part of liuinhftbited Noithom 
Australia. When tlie time comos for the clevelopment of 
tliia great area of Northern Australui tlio leasons Icamt in 
India will be invaluable. It is scarcely too much to hazard 
that in the dry, light soils of North AnstraUa the oil-iieeclfi, 
particularly perhaps the groimdnot-,* will prove a salvatian 
as they luivo done over moob of the dry bolt of Burma. 
The introduotiou of the eatnol into the Aust (uUaii desert 
by the indiafi emignuits had already been an imjwrtaut 
achievemetit, but the full agrioultutal benefits of Indian 

l^oiflidpA sliO’ Qospmiim, TTif}f[t4i^riL^ tituwei bhiI tLfl.'tliiJiWit' Colton* 
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H^IoniaatiuTi could not be rcajtetL SiniUarty. the mtioduc- 
tJon of Enst Indian uttitk to Jaumtea Tout iibo Tesull:od iu 
reToIuiiotuidng the working cattle of the tick and itco- 
ridden tropical lelond, giving them uumimity &<ou) dbcioie 
fts tfbII m strength of limb, speed of action and weight 
they necer [icsscssed before, lix fact the importation of 
exotic eoonamia plants and aninaalB evolved in sumlar 
ctimaiio regioiiE oontiibutes materially towards agricultural 
reconstriiotioTi. 

Given free opportnnitica of migration, tli* Indian ijeauaiit 
with his traditional skill and method of rice cuftim may 
introduce a new cm of proH{ierity into the Guianas. T.lic 
lon lands of Brazil, the Central Amertoan and West Indian 
region, the Guinea coaEta of Africa and the Z&nidbaT region, 
aj> lua dry crops, especially oil-soeda, cotton ami dry cereals 
(such tis jowar, bajta and maim) may prove a godsend 
to such sparsely peopled regions as tjudan and Nigeria, 
Alozambique, Madagascar, and North Australia, lllce is 
the Inigost user of wet bimls in the world, (n Central and 
South Amerioa there are vast areas of ujicuhiTatcd or 
semi-cultivatcd lajid which is too wet to pannit the profit¬ 
able cultivjition of ordmory rice and such root cjops ab 
aroids (Aloautm, CoHbrojmi, AmtrphijfhnUue and itiro) or 
vegetables like cliiliies, spinsoh and |X}aiulac», which have 
been cultivated in the tropical and subtropical regiona for 
ctintunes, might be introduced, No people are l«tter than 
tlie Indians in speedily retluiming and oolonishig swamps 
anti river-lrottom lands and making profitable use of them 
by the culture of rice and various kinds of vegetahijis and 
tubers, 'die success of the Indian pcasauts, cultivating in 
knee-dDC]} water in the delta re^ous ofBurtua atiii Oiiiana 
amply testifies to this. 

The lopooess and Chinese in the cold teaipfratB regions,' _ 

Indian emigrants have also gone British Coliimlnia, hut 
both cold icuipenite Canada and Liberia are far more 
eiiibtble os outlets for the surplus population of Japan ami 
North China Lhnn for tlte Indians. The Chinese and the 
■lapanese may 111111 cold and droiigiit-reaiateut wheat. 
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milletti ^tiil sceck siioisesirfiuUy jiubJi the farm line farther 
into bloat and arid XortU Americi^ tv hero large area? not 
well fmited to ordinary cattle might also be given, to 
the i^astiintge of yaks imported from the high negiony of 
Central Asia. Much of the sucees? of Chine.fle colonisatJOD 
in Xorth llauelmria ojikI Siberia is due to the fact tlmt 
Lhe Chiiiese cernak-beans, kaobang, eom, maisEe and millet 
succeed mueh better than the Japanese or Hussiau cereals 
liv thia cUniatic region J The Japanese semi-tnopieftl rice 
ettltuTc ia not at all euitahle berei while tlie Ru^iim eercal 
crops, wheat* tye* oata and barloT, ate also not adaptable 
to clinintic conditions. Am Matichnria, Inner Mongolia and 
Siberia have now beeOTTie fields of mmlcm Chineae colezim- 
tton J stmilaTly the Chinese can piuJi, effectively the frnutJeJs 
(ff cnltivation in the arid upland reginna of the Caiiivdian 
West whore tJin Kbrth Chinese and JIanchurian crop* 
kaoJJaug, oil seeds and beans, will be able to resist drought 
periods of considcrabte duration. Alivady tlis introdnction 
of proso (which h a great food staple of Turkestan atid 
Siberia) and of t^hinese iaoiiang into Bomo of the arid states 
of America such ^ Minnesota, Oklahoma and Texas has 
proved to ho the nimnfitay of the American coluruste. 
Similarlj' the ilfoughi-resistiiig milktat oh soeda and 
gniniB of North-weaiem India could be iiscfully introduced 
by Iniiinn peasant coloniita into the barren fiomi-arid 
sLrotcliea of Canada. Thus va^t ariil areas in Norib 
America which are now fietiJod only by cattlemen can bo 
brought imdor tlie plough and the harn>w if the Chiueso 
and Indian immigration be onoouraged on a reasonable 
eealo. 

Bat the puUey of Oriental exclusion stands in the way 
of a fair flistrilmt ion of the worlds anutiUs^ lands winch 
a scientific hunian ecology envisages. Even next door to 
Giiina the Mongcil People's PUipublie, under the Soviet 
Ku^an influencOi has now forbidden the entry of Chinese 
imjujgrants into Outer Meugolia* Since l&M and 10U3 

^ YacJuicia. ChinMi m Afaiw^Aiiria. |l1b:i Bowntiiii: 

’Boxby, '^TlkP ExpimBipn of Cliiiuk'" Thm S&sdttah GiJi^^raphkxti 

Mjir flip 
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LIlo Umtod Siatisfi ejctentled fjhiiiGsa exclusion to 

tJue llnwalLan und Pliilippiuo Isbintfe; tlie Jap&ti^ It^rge- 
fifcaje cnteriirfe^ are ilirealened vnih ©sprapriation in llm 
PLilippine*, while the seas IndQ-C3limfi, whn?TO 

inhnbitaiita Iuitc pAid tJinir iLoinage to Uin Ocloetial 
EmiJCfor for 4‘€nturi6&* now irndfr tlie Fn&neh buzenimty 
discourage (Tbiowe ^ttlement by preventing tlte Cliinesse 
from acquiring rights in land nnd suljiecting ilmm to 
lieayy taica. New conce^ions of the red ground nre not 
jmule to diinoso sottlere in Indo-Chinai while taxes, it is 
esliomted, are Boven tiiu^ os heavy for ft Giine^ coolie 
in Oechm t3xinii as for an Aimamite. Eesklefi^ the Chiii<j**c 
or Indian coolie has to give guarantees vvheu he disein- 
barke, and pay a considerable sum wlinn he is taken on 
os a labourer.' A few years ago the French colonial 
udminiEitratiDn followed a diaoriimniitor}' fiolioy against 
Ihfi Chinese txiwiens who liavo ptuctically moiiO|M>lised tln> 
intemai trade of the region, b 3 the result of whieh trad© 
greatly suffered^ Beoently, the adniiiilfliratiDn haa dealt 
rut Iter harshly Cltettiar baikkers from India who have 
lent vaai; sums to agrlciilturists especially in Cochin China 
and Cambodia. TJie policy of protection of the peasants 
In tire years of ogric^tural depression as dctormiiiecl by 
tlic Long Term tVedit Offi^^o at Saigon lioa involve a 
drastic redut^tioii of tin? iiHiicipol and interest, uf ttio 
agrimiltiirat loans aisd a long pikstpoaftnieut of tlie realisa¬ 
tion of duch$p which have caused hardship, sproad distrust, 
aiid alarm and have led to a withdrewal of more than 
half of the Indian capital invested in Indo'Clijua^ The 
dbcrhalnfttiou againjsi^ the foroigu mtionol al&3 holds good 
in French Oceania wliich haa recently passed severe re- 
Btrictive measures against Oriental Immigration. Such 
dlammination is, however, uukno^iuL in Siam which, 
tliough h\M empty, contains more than thrice the number 
of ffhinere found in the neighbouring Frendi colony. 
Similurl3% Dnt'cli East fadka, wlio^e vast re^urco^ lie 
hidden in pingle ami momss, have foUow^I a ayi^tetnatic 
policy of organised free emigration aa lar as contraut 
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labomot* anil free lobouiers in tho big enterprises are 
cnueeine<3, shortening of llue conttocti period» gradual 
rodiiotion of the penal ftanction and nn btct improving 
labour Illation contributiiig to tnmntain it steady ikin' 
of and Indian labour towards tlio rubber and 

pepper plantations and mines, which aio gatlinnng tho 
fruits of liberal measnres started half a eontiay ago-*^ It 
is under tlie Anglo-Soson and French auspires tliat eolonkn 
and dependeuciea have followed cscluaivo and ilUbcral 
poJiineSt making more and more diffieult the problems of 
population (uJjuHtziicnt in the Orient. 

Futuifl ol Agtntic migrations.—Such exclusion or restric¬ 
tion will hove far-reaching efiects on the course of Oricnta! 
migrationa in tlu! future. First, there u*!!! be a stronger 
tendency for tlio OoentaJ emigrants to crowd together and 
compete with one another aa. for instance, in the un¬ 
developed souih-eastent monsoon lands, or in Siberia and 
Mongolia through the gateway of Manchuria. All theae 
regions Are being converted into dangBr-spots, TEstibulss of 
invasiun and immigration iu the Orient. Secondly, theno 
will be an increasing tendency for the three Oriental non- 
equatorial peoplea to tnigrate to the equatoriAl rain forest 
tc^ott in Aria and extend thfi frontiers of cultivation. Here 
thair severe and endlesa struggle for existence with other 
forms of plant audanioml life such asworkoathe land involvea 
would lead to liigb mortality, liobilitAtion and racial 
decadence. No race, however Jinrdy or virile, can long 
withstand tho climatio handicaps of either the taiga and 
tundra of Siberia and Mongolia or the wet j^lo of 
equatorial Asia. All this forebodes a serious peril to the 
Orientalfi,® 


Aaiatio Emigration within A^—Oi the monsoon landii m 
Enfrtem Aain, Bunn^ and tJie Malay PeniMula are $titi 
comparativiiFly LndO'Cliina is ihst liliiiig np^ Annum 

and Tonkin being already developed aud^ indeed ^ ctowdeda 


*Smi Eduktirj^: ^wsOnilfr Aapectwoi Awtic .Eral^a^O'n 
IBjJMi of tAif! (CfofMTBJfJ 'Crf Pfll'llSi 
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The fotlowixig table ™iild show tho nmss moTBmcgit of the 
and the Indians from the owreTowded plnUtv of 
the Ganges and tho YRng-tso-kiang and Si-ldang to tho 
peripheral mDnsoon lands whieb are relatively under - 


(TfitfrtYiopriLif 

m&tvwom 

Tiiiat ^ 

1 

Fojntialhti 
prr 9q. milt 

nf 

VhinMt 

!»/ 

SivifOTit 

dtfUigd 

B^TTma 

L3,SU2.0(KJ 

57 0 


Weu.fJOl) 

Ma^r^ya ronjii^uiu 

*,335,000 

R1 


770>000 

flidiu h « 

11.034.000 

53-4 

l.HKf,(KKr 

tOO.INLHP 

EndaOhiriJi 

shsro.ofK) 

71-U 1 


6,00i^ 

Flulippiiu? 4 

(’231.000 

104 0 

ST.OW* 

Not kiiourii 


4,WM/.0CIO 

3150 * 


Nil 


There has been more or lesi^s an unbroken aini unvarying 
penetration of Chxae^se and Indbns into tlieee relatively 
uuuecupicd lands where^ while the natives set up their 
villages in the fringes of the priinevol forests, the immi¬ 
grants fell trees, lay out planfatkius, open up mines aud 
foimd towius. The rate at which the reciajmtion ia proceeding 
will Iw evuleiit from the foot that in one mugle year (19S7) 
m many as 428,343 immigTants {figure for lS27-2^) ejitered 
Burma, 5l!>3 394 entered the Malay Peniumila, 142^522 
entered Siam and 63,388 entered Indo-China. The s^me 
year saw a movement of 305,167 to Ceylon and 45,666 to 
the Dutch East Indies. This xmy be oompated with the 
uorfihem migration iutu Manchuria where the numlier of 
immigroDts in the same year (1927) was 1,021,042^ wiiieh 
is fibbul 125,000 less tbau the total annual niovemeut into 
Rurma^ AlaLiyai Siam and liido-China. 

The foUo^ving table would show tho npill of peoples over 
into the iind£r-populB.ted oqimtofiai jungte region 

i Xncluilflft ostbudl^d ol ChiatMfi iniffciqg mut incf^itiliiLLo^ lor 1: Pi^ Uz^BfliAr^ 
iOT tlw FcuJth Oanttqinuw d ttc Infftitute oi fc^likticpur^. 

ii ^ven for tho lu In in. 

£k-i£fi 6 Alnieij/u, AFul 4 l$,aoa m in Sn^frmic Hn¥\i^?oQk 

1^4 Arm. Tlv» F£uitrif[iiEin and Focitsiaoii of Chin^ inc-liiEla 

dapan^a^ Tluo fiittJii ngura of InHimiPi laduiiofi Butiuua?^ 

KAretuu 
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!*296^ 


On tlie whole the spill over the nortli ia more thon tionble 
lujAvy oa tlidti to ttko south tind south~e&st. 
iV'iinjinw t/ Ammic Seitlera tn JsiVi and Oceama :—* 


^lonclnirift, And Kiaain 

Updi^vbln^MXij iDonmin Inuv^ 

ITlld^vnlQjKNi tnapltf* , . ^ - 

Fol;>^TiiMhA * . , p . n 

1ltrtln.firt<>^ , ^ . 14- 

Tlic pioneer regions in Souili-Eastem now contiiio 
roughly more than niaiion Cbin^?se and 3 million liKlians, 
ftivH in all about l^ milUouft of Oriental emignmt&, whife 
in the eo!d tomperatiire regions in the tiorth liave eefctlcti 
niillioTia of CiOnofie. Japaneae and Xoieans, 

Arenas ol race conflict in the East-—ITie expanaion of the 
Asiatics into Oceanin lias been accompanied by a phenDnicual 
reduction in the number of the native niccs due to economic 
prcs^^l^e:, the importotio-n of new and the cultwe 

eon tact involving myriad crises of adjustment * In Iiidoi le® la p 
however, inslead of tlm decline of ttio uuUgenotia raoe, 
Uiorc has been both an expangioii of AsSatie imnugniiit 
and native popuialions,, who are stiU fast multiplying in 
oloae proximity to the relatively uniniiabitcd Aufitmlian 
(Koitmcni. In the Malay l^cniiisiibit SiftiUT Sumatra and 
Borneo where the jungle is yet more jmpcrfcjuit thaa the 

* rDcItulin^ hdlf-lad^tf, F^cliliiLOg ludMiidLHiu, thi? Tnd ijiii [XL^inilaiiatl 
14 8r>5^(MM> KcecKrding t& tlijo lndt 

giv^n Ut Indiaii* A3 Sj™i 4 lOSa, by ttis 

Impori^ InUUn Cld»m«lup JUsociatidn. , , 

* All tfae tubl^a in iMfl ►jhapter (ltd dotiwd frpta tha WTItjer b 

iwmi wtiTlt ™ JfftfwU A«0-^A PrM^ *-/ pn^i^i 

fTOiu UoiEui by thji Ck>tiiiuki Itidisio i»r k> Siuirio din ™bk™ iiMiii 
PopctlAli^mAj, 
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milling iftwii or tbe fiLuiiatiou, tho tKujtai;! of nwicft ij» 
imaceoinpiUik'U yet liy mdol HiitagontHiti. Oil tlie oiUtT 

luind^ ill tlie Philippmcs, in Burtna, Java, C^ylnti and 
Iiula-Cliina, tlic (loniinanw of tke itnni%rujita if fast 
creatmu, or tiuH oreateLt, n mca fitnatiem InU of soda! risks; 
■alirrevor the ininiigratits havo timiecl more to trade. 
mpney-Iending or ckrtosl emiiloymont tiion to labour on 
tilt' land or have corapeted with the natives as coolies doing 
meoinj duties, the chances of sofsial outbreaks Jiave been 
greater. In atl these immigration oouniries in South-East 
Asia, the fuojctioning of the foreign Astaticifi iiaa aroused 
popular indignAtian not hecauBe of their competitioti nith 
^Veetem hiisiness^tJiough tliU in scime eases extetids to 
bonking luid iiisumnco ns well os trade In oonnuofUtlee— ■ 
tiut lieeause of the ohslaoba it places in the way of the 
me of an indigenous middle class. This iuia led to reii- 
trictice tegblatioQ in somo form or other in the Philippines, 
ludo-Cliina and the Xe liter lands East Indies. Evun in 
Burmti, which on account of its proxiniity to India is Lite 
bfejt safety vnive for her population presstirc, there recoii1.iy 
has been evident an nnU'Indiou iiiolixig both in the ports 
and in ruml diatriots. A numher of factors has promoted 
it, such as eeonoiiuc competition between Indian and 
Bumurse lalxiur in the ports and doek-yards, mter-mami^e 
between the Indians, settled in Burma, nnd the Burmose, 
and the trausler of agiicultuml lands to bidimiB due to the 
fnilure of Burmese tnJtivatora to pay off tfieir debts during 
the period of agricultural depreesion. Itiote and ihiiturb- 
ances have ooeorred and tension still t^mtmuos in oreod. 
It is Likely, however that restnetivo imniignitJoii lawa wiij be 
passed before long to control the entry of Indian labour into 
Burma. Following the riots in Eangoon in J 93ft about li.OOM 
Iiulinus have l»een repatriated. The IufTiftf. population sat* 
tied in Burnia now numbere 1,300,000; while the harvesfcuig 
of lice has in the past kd to a sudden increase of Hpmand 
of labour which could only lie met by the seasonal emig™- 
tiou of Jabourere from bidia. Similarly* in lUakya, where 
tliere are no legal restrictions upon the etatua of the 
OrkjJtol immigraiits. there has been conflict with natives 
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in (K>inxK?tititiii fur work, mtlier m iiie I’^nfederatcd 

Malay States: (’eyIon, where tiie utt^jr collapse of rubUsr 
nffbcfciiig about ItlO^UW labonrt^ canned nnijmploynient, 
liAs aUo eshibitel signs of bbour unrear and resentment 
ogiLin^ the Indian immigrant labourers. I’Le problem of 
onemployittenl has aiaoe become aouter, and recently the 
Ceylon Govcminent haw proposed to diaooutuiue sum¬ 
marily from govemmeni sarvioe all didly-paSd non-Ceylotieso 
vrorkerkf (nmstly Indians} numbcrbig about lOrUClO. In Fiji 
the Indiana, who wem brought by a iiystem of indooiure 
and have settled themselves as faLrmersj now hardly erpeet 
the renewai of their leages of ^icultural buds on fair 
terms. In each oos&i m the Chinese or Indiana expand 
into iheae lands, tlie nativee^ such aa tho BuruianSr ^lalayans^ 
Aimamltea, .Tavane&e^ SinhaJeae or the islanders of Oceania ^ 
lire Hubject to an biovitable process of eeojtomk competitian, 
and feel that they have i>een deprived of work- The feding 
lieeomes stronger th e greater the hardHhiptj due to Uok of em- 
ploymejitin the period of depieaaipa and aqhrinkage of markets. 

Im jidted by the pies^inrp of population, the Japm&ie alw> 
are strengthening their iDJluenoe in Manchuria and are now 
engaged ia the forcible conquest of China. SiniiliLrly, the 
peaceful penetratiDn of the Chinese in CooMn Chinas Csini- 
hodia md Java and of the Indians in Burma is accom|mnibd 
by race iriclJont which also sows the seetls of future oonJiict 
among the Orietitola ilieim^lves. Sooner or later, however;^ 
with the emergence of a common Ajdatic feeiing of humilia- 
tiun and resentment ugaimt the at racial diacriniinfi- 

tioUi the forces now pent up in narrow Ariaric surroundings 
may burst out and teach the outer territories, when the 
arenas of conJlLot may be sliifted to Ati3tt*ulia, New Zealand 
mid the ijppusite shores of the FiiciQc and the Indian Oceans. 

From imperial to intcfnalJonal agreemenL—India possess 
some specio! adva:ritages m tho solution of her migration 
[problem by iHjing an integral port of the British Common- 
wealtii of Nations* which is priKlomhmiitly coloured. Kinety 
per cent of the population of the British Kmj^ire is non'^ 
white^ Accordingly neither racial prejudice Jior uarrow 
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nutioimiiism I'aii long thw&rt a rational jioliay of juigratiorn 
BPi thin “tlie Empire, For tko «at^blieiiino3it of a gtablo 
fifj niU hrkim botwtoii population living aiiij econouiio 
^andiirds oil tlio oni^ and elLmatio und ecolugiriil 

/fu-dors on the other h, like tariff and induAtrial ^^b-orllillat«lrl^ 
tm imperial problem.^ 

todcjod, tixe solution of the Indiftti emigration ptoblem 
hy motuflJ agn>enien.t and on tike haris of and freed oin 

for all, imespcctiTo of moe or colourj b Intiinatoly botmd up 
uith tbo sc^lidority of the Britisb Empire mtb ity far-dung 
dominions mhabited by dark, bro^Ti and yellow ratten.r 
The attain mcziti of fu.U solf-govemmerit in India carry mg 
with it the possibility of reiahatory measurCi^ will also 
indii^cUy iafegiiiirtl tlic iu-terest^ of the Iiu lian setOei^ 
overseas. Wkut im|>erial state^juiaiiahip may achieve for 
a group of nfttbnc show ilie way for a Rtmilar aoliUion 
of emigration probbmfl in lito wider intematbiuil spkeje. 
Great Bribiin has hitherto taken a prominent pan in 
endeavours to eecore world pe^oe and promote tFe euteci'a 
of the IJBAgue of Natjonu and other mtemationiLJ organisa¬ 
tions. TJtfi British Empire to-day comprises tlie greater 
part of the unoccupied or inadequately developed sections 
of i lie earth needed by Itt* crowded peoples. It is inevitable, 
tbarefoTt. that Great Britain and the self govorning 
rlomunom) will leafl an inteniaticnal niovemoui for a iainir 
distribution of the world lalrour nrid FK^uroca, tlw bivU 
of which now threatens world peace. Bilatcr^ih multi- 
lutcriU or int4aiiational agreementa baeed on tmivensally 
aooeptod principies o£ social w^jUhre ought now to replace* 
onJlatcniJ action which favours a much more vigorous 
pedifly of rcjccticm tlian has ever been practised b\ the past 
and. IB embittoring taoe relations in the Eaat as w^ell as 
the West- If all the nations cu-operate in formulating an 
international niigratoiy code laying djown ^ln.ivel:^^aUy coiu- 
pnlsory siandards/ Oriental htbuur instead of being a 

* St*o tJrcfi writer’* "Tnavl of A«atk «id 

hi tho of Wo:riU Koonouiy'^ m tl30 Calrtiita Kovember^ 1 

jiiid JafiuATji 

»I^or tlw *knw!itii of HMcli a ewiiv hw tha writer's Intor-KAtioiki^] 
of Kmkfc^ratsnn," ill IfjJwn iilnwir, Outobfir, 1^33; nWf 
y^igrunt A^z tl ii* IForJtf Pujtidaiifjfk. 
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tnennce th^ standarcl of LjTmg of the cotmtiy of ibuoi^m- 
Uon w^l iiuvagiiiiii,te n now era of jtmdiictToin, wliilo vnst 
iLrew which wrp now empty nnd biuxcn or vrhoio agriculture 
is at a low ohb will Iw brought in line with the trend of iiie 
world's ecoaomio progrese. On the one hand, ocilonisatioo 
lahuuld not be left in the hands of emigration ogenls, land 
magnates and exploiting groups but be syste m atically 
controlled by the Governments eoticemcKl. On the oilier 
hand, between seTcral GoYemmeute and countries there 
sliould be A mutual sgreemieiit farmnlated, if possible, into an 
intemotiotiai migratoiy code so that^tho pooeibUitjes of 
bdetion due to raoial discrimination in the policy of immi' 
gration and undesirable racial contact may be mtTtiininffid 
Wc liave the international man hinw ry that cniild, lioldly 
uswl, disiMmse witli the bardois, ccauamic and political, and 
intiioducing appropriate human niuteiial into vast Ytuda 
or imdevdoped regions' provide elbow tonm for moroaso 
the world's food Rnpply and production and level up the 
standards of living among the nations. 
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ECONOMIC PI^\NmNO 

By Thjs HoKorxABLE Mb. Naum Rajsjait Sabeab 

Ffncmf* Mfnftifr, C?fl«rflfnffn4 -qf 

PxAKSED Ecosomt Lss jwssed from the sphere of thoodes 
into the realm of practical politics and is to-day a com- 
polling question for politicians, consequout on the growing 
volume of public opinion, both export and lay, in favour 
of planning. In England thno acoma to be wide agreemont 
tiiat "leist^y poUtios will only lead to a sense of froptm- 
tion and desj^r. Thu public is profotuidJy diet,reified by the 
volume of present-day misery. There can be no more 
dangoroua threat to Ifemocracy than complacency at a 
time when so many milliona of onr people are bnrdfinod 
with, poverty and nnemploymant, and yet are (.-onvinced 
that socifily can be more sanely organised.** Influential 
aeotions of pnblio opinion in England are now inolming 
towards "a coherently planned recoMBtrnctioa of the 
nation’s cconomie life, for readjustment of the social order 
os well as imagiimtivo devclopmont of the lamL” Tlio 
same may be said of India with addod force, but we yet 
liuve to contend here with a Bchool of tbought tliat etifl 
seems to believe too strongly in the time-worn doctrine tif 
litiss£z fairt. 

The demand for planned Economy is the resnlt of waning 
CailU in the mystic qualities of taiasez /ot're, and it is incum¬ 
bent on TIB fdl tn examine how far eoonnmio planning is 
practically and theoretically defbnsible. Wo must admit 
t.Jiat tile theory of the ortliodox economist, mz., that under 
a &ee economy economic ibices tond towards the equillbriiim 
and tlml neither dopresoion nor boom can come to stay, 
ond that, on the whole, the cyclical pliaues of an individualist 
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QGUtkomy tcTifl towBr<b progrtija* ia (Sjudam^uitJilIy Bound. 
But the thecjt^tioAl exponent t»f faire hfw? boon too 
prone to a^mio tluit tto conditionB^ of hb teHaoning can 
^10 re|itKKiiiceH!l and mnintafnodp ^thout eeriouis dbloeiitioii, 
in the praciicul wnild* Pure kidjhncinfilifmi undoubtedly i 
«n n.l^tm(!tion. Ln esarller periocb of history the ocotioTuio 
orminisatiou answoie^i lou^ily to the dMeription of a free 
economy: liiut the atlvantugets etarmed for this e^-atom were 
neaped in largo measure by oToiy progiossivo community. 
So long m tlijirc was a baJanoe of advantage in free oompo- 
Utiuu and the noD-interferencse of the State in econo inio 
matters. arUmdoic principles of eoonomica wen? aceopteil by 
largt*! mt&Bdeo of tie pablicf and -were clialLimgeti only* "by 
rtopkii eitrembts. But iIh? last fcw ymrsi^ wideh have 
bot^n i.-biractorwed by an ttnprucedentcd depresdoii^ hjivc 
clearly «tisclo£^l ita a^ntially ^'dearllock^' character and 
\\a,n amused in Botus minria the mnipieioii^ and in oliicin 
tlM? convK:dci[ip fiat Uw sjTJtcin of froo eomiietitinit m it 
ohtoina t^>day liu tio lunger the qtialiiba necessary for 
ftiitifirmtic reai)iiM«tmeiit within a ToaMunible ppriotl of time. 

^rttem b ^ilL a targe boi:] j of Hcrudetiilc ecotiimikta vrhci 
niv ('oni^emed to point onl tlie riului of ii plarmed economy 
anil to cjiiphiisitse tlie? value of Jbwflf^/flire aa a solf*Tegulatoiy 
eodonomlc j^jdndple. But tho huge masses of the public: of 
at) sue definitely avoi» to tie sluggbh working of 

tlia doctruicr. w!udi, not imofteii, cntoilsi in the 
coTkiiiilefablt'! misery to lie peopki. Tljoy boo thal the 
priiicipk of £cii^6 althinigJi it may appear to bo 

the beHt in pure lUeoiy, does not i^^rk out satislciciarily hi 
|imctk>o and tJiat tlm variutia forcts at work in our ecauomio 
actlviUes Jciul to tin omcrgence of vast monopolies and 
other various reBtrii?tkinfl wiii^b are inlmica] to tlu? interests 
of a laiMifum economy* Tlwy an?, therefore^ led tti iieliuvo 
tJiat tho lO^^iWni of free conipctithm eanunt be prfttefve<l 
Lndi!finitely wiihnui the necessity of Statu interrention of 
Bume kiml* 

From tlui pmutieal stand potnt^ the gnpportors of lius^ 
Jairt to-day are on evon ks? firm gmimd. Fublic opinion 
pfctscs imireaeiDgly for economic impmvement^ for economic 
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mitl jiociu] justice auJ ita roptijsientatlves are eompcUcd t-o 
ilemund mca^umi to eatlafy Llio public deairo. It forona 
tltem to scndiiiifiG ll^ repcrcniEsIutifi of dir^ot ami iiidirecL 
tfisrpamUiturc Jind in tlie itulividimiistio cooptri^, 
gtvcifi rbe to itumy denmnd^ Utat n^qujfo tq lie adjmstod 
ami receimfieTvd, Evan m iiie nTueU^ntU Ibe 

iiiBtitiitiun of measures of soda] reforto sutli sh grmluAie»(l 
taxation of income and property, old-age pemiom> iin- 
employmejit iMumoce* Ul»oiir excluanges, ete., seeiiii.Hl just 
and ejqKdieot to all but n few. meoKnires of i^mul 

relief were widely acreptod and iti is fiit.ife for hmti fairt 
oconomista Ut resist thfdr extension on tlto gToimd# of 
aggravating the malaiijustnieots and mneosing the rigidity 
of tiio economic system. 

Tlifi important fact to+day is tluvt wiiihi social changEii 
do not inlerfcro too greatly with the even tenor of the 
ecoiLoioic life in the prosperous years, during tlwj depresaiou 
they liave come tn WT^igh heavily on Iha natieBal finanees 
and form one of a uiimber of olMSffcacles tti the readjnalment 
of co^d and price, withoui which, a reooveTy horn a depreHuon 
is impossible. But the clinjiimlioii of any meuaures of torial 
relief is tuathiukabb; ttie public detiiand ilteir exteindon; 
we caiumt afford to ignore it and must aceept it. as a feet 
to-day. 

Similarly, pTr^r'Ceiionbim has to-day to be accepted aa a 
feet to ije reckoTteil with, Protecfikm tho only tneaiui nf 
affording to the umfeTOlopcd mitions of the world a reawin- 
ahle scope for national economic development- Even 
orthodox lai^ezjair^ economists have slway? mliulttef! tluit 
[notocrion to an infant iudmitry is somotimea an Indii^- 
pensabie noces^sity. In many comitriaBS protection, as 
ejcenipljimd in tlin exaggerated regard for national solfijiiiH- 
chmey, Ime boeo accorded the status of an official religion. 
It may, indeed, se«m to numy^ at first sight, tiiat proi«e- 
tioiibm, a£ it obtains to-day, is orJy 0110 of the fellies of a 
capricious nalionalbm. Bucli a view needs, however, to Iw 
widgti^ against Ihe: fact ihat on fkr as tho induHtrial not ions 
are uoiiccnicd, tlw pivitectwl industries arcis^ in the oioop- 
lional circumstoiicea which ruled during snd imnitHiiuiely 
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(kfi^:r the war, and oii^ vested interBst* ati^ raiind a new 
busmoss, Oovtrmncnt ha» to think long before rediouttg the 
protection, nuthout whkb the mdustiy might be tuinecL 
TliuSp for various teaeona, niany apparejitly uneoontiniie 
cntoTpriftee Iiavc lieeii allowed a long Iohjw of life, it should 
not, liowevoT, bo foi^otleitp oveu inrespeot of such instanccfi, 
that tlifiir tmeeo 4 }Ouiip olmi'iiGtejf bas ufteu been dirnkusbed 
by tJie progrefis of sckncse and todusirial tealijijqu&. Some 
tim© ago iMr. Keynes pointed out m a frank e^po^ition of 
“Economic Sctf-Eufficiency^" that the theory of inter- 
nationaJ free trade hag beon nearly battered by the fact that 
the progress of acioneB has tmabled every country to produce 
a far wider range of goods and services than in T-ho past 
an^l that, therefore, the geographical division of labour, 
on which the theory of intematioua! trade w'oa based, k 
no longer tnie lo ike same ftstent. In other w'orKla, Lke 
pnigrea^ of science has oncDurnged the holief ih^t lie 
prateoted industries are likely to become eoonoima propo^d- 
tinrts. When to this bdisf k added the fear that post'wnr 
pacitkm has evaporated and ttic next war might Ik* 
on the world at any thnej the reluDianee of Govern menie 
to abfixulon the new’ industries to their fate can be easily 
understood^ It is, therefore, useless to hojic that thje pro- 
teotionifit bairiera to international trade will be swept 
away. 

Tile pei^tenfe progress of protectionism bia matle it 
nearly impoeMhle for the work! l-n return to a regime of 
free mtematinuBi tnwlB. For the duplioution of productive 
activity which results from protection and the cjitir of tievr 
nations like Japan hi the world markets have intmtaified 
eompotition and nece?^itated the tidoption of prutecLion 
oven in LOimtries like Britain to whom free trade had been 
tho breath of being, Tho mtonsifi cation of oompetiLion has 
alg<i Jed to such abuses as dumping, whieh in turn aggravated 
the proteetionist sentiment in the country victimised* Agwhii 
the currencj^ itmT cxolnmge system is tampereil with and i he 
world has seen a complete diaciiganisatbu of "the BysEcm 
of intemaiioruil Chum esc wItLcsh obtained in tlm days of free 
trade. However much one may believe hi free trade aa 
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iHinncca, otlfi cannot bnc admit timt the wide [mth to 
tTiuJc ]uis At [ircAetit been mkirowied by uiiiunierabla 
fil»8tnclc«. Witb the best -nrill in the world, the Oovemmenlfi 
wquhl Giul it nearly bupoissiblc to reetore either free trade 
abroad or iawses fmtt, at home, and equally is it impossible, 
a# hasj been pointed out already, that free competition cmi 
eontinue indcGnite^ in A eapitalistie economy. The tratli 
of this Btatcment was brought home to OTeiyone by rite 
depniBsion- Por this reason, there is a universal domnnd 
for the regtiladon of economic life on the of & thought- 
fill plait. 

The demand for [*biimed Economy ia tbus best undcr- 
utoud oe a demand for eeononiic life to he preecrred from 
the caprieiona mercies of bliud economic forces, and for a 
fair ausumnee of an even tenor of economic life in tho 
tjoimtry. 'rhie demand b both just and natural. Sodelifsts 
and CommmiJstH are apt to assunte that a dcmsiid for 
Planned Economy signifies an abject surrender to their 
cliitnia on the part of those sectionE of the people wiio were 
formcriy opposed to their cult. Individuals, too, often 
flommit the error of admitting that the advent of economic 
platuung means the death-knell of all private cnteqipiHe 
and the feriiunph of Souialism, But from wh»t I have aaid 
above, it ebouid be oloar tliat the demand arises otily from 
a disillnsiontnent as to tlie self-regulatoiy diaracler of a 
free economy and a Fcoognition of the parttcuiarty taiigloH 
nature of national and international economio life. Though 
ptannbg necessarily means a far greater degree of State 
initialivo. it docs not mean a rigid delimitation of the .scope 
fcic private enterprise- The value of a planned economy lies 
in the ptoviaion of safeguards against miacalculatioiiE and 
maladjuBtinents, the fluctuations of booms and deprosaoos. 
It aliso means the fraiik acceptance by the S?tat6 of full 
roaponsibility for the protection of economic life. Tlieto 
is nothing in either of these whidi would necessarily lead 
to the economic regbnenlation associated wilb State 
Sdcbilism. For my putt, I Ijelieve that planning affords » 
broad common gniutid. of action, from which vnriou* 
(ichools of et^nnomic thought have so far been kept off by 
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Urn ftwoepranoe dianMitri«aUy opposite priiMiipJeas ihm 
raver being ctblb to come to grips with the iirucijiJ probL^m, 

OSJECTTVE Of pLJklSKmQ 

WJiat should t>e the objective of iv ijotiona! plunl AVIilln 
the masses would rebel agoitist the thought of bending the 
euorgics of a wlicjle nation to tho private profit of a few 
mvQ^torfik SeciaHstd would find thomselvie^ equally out of 
touch, witl^ ills feeling of the maa^ if they endeavoured 
to make pknnUig i% thin c&tno adage fnr Communifiin. Tiio 
iic«b which a pbnnod ewnomy ahnuld serve wilJ de|)etid 
targely on the elate of the econumic development of tlie 
country concerned. Oiven u tuofiaurc of good ^nse and 
good^^'illp the oiossee and niassea wonfd find it onsy to 
agree on a tonbi-tive progminuie wbleb might well give thorn 
til© best of both worlds. 

The plan would necessarily vary from country to country. 
A study of the plans which are now^ jiunriuod by the vimous 
organisations of the world will ^ow that an aeceptanca of 
one oummou form or euU ia by no means a eoniiition pre¬ 
cedent to plannings Soviet Russia w hieli iiae eet the e^ampte 
of planning is a frankly Communis society and pursnea a 
l>k«n calculated to achieve all the end# of Conunurusm. 
For the faaoi^t nations like Italy and Germany, a planned 
ccommiy ig part of a Wgcr political idealism. The denial 
of the old kind of frewlom of business orgauisation is derived 
from the ix)litical pritioiple^ of Fasdam. EounomicatJy the 
FasekiL State aims at a emperate life which will eliminate 
all the discords of free competition and ensure that fill 
dosser prove their -worth in realising the natiem'e economic 
poicjitialitiee. la the Uidtetl Statce the problem is one of 
ensuring a fair balance lietweeii supply and damandi, 
ductiem aiul eomumptkin. Blr. Ruosevelt has mterpieted 
his task as rme of creating adequate putcha^^ing power in 
die hands of the masses^ ond his oconnmie policy is directed 
to this end. Great Bricatn lim her task cut- out hi die si tape 
of adjusting her ooononuc life wfiieh she cast in the flays 
of Erne inteniariouat trade and induijtrial supremOiCy, Iti a 
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rariituilty nltereii n’orlJ. econoiny. Blue li/is to iKrducc the 
tu(»is»rc Df her dciieudeneo o« tlip exieiml wodd. 
her bm in favour of foreign invest m«ut, oikh up new 
avenuet; within tlie eountiy and eSeot as imppy a votU' 
promise as between eotmoiuic uelf-suflieiency aud 

absoLuto iree trade. This compromise eho B«ik» tbroiigh a 
senes of trade pacts us uu insanimco ngaiust the drdine 
of her exports and dimiiiiahing woorUI tmile- llms, era-y 
one of Ui^e countries pursues a plan in keeping wttii Us 
iiwtj needs and eUaracter as vieualiscd by the ]iany in 
))o%vor, but the inoin principle Is tiuo extension of the State's 
responsiluliiy in the sphere of economic activity. 


Ijtiua’s Case for aa' EcoN’OMIC Plan 

111 siieli cireumslanccs what would India do? 'flieie is 
no rea^n to assume without eiupiiiy that she must follow 
On? foreign example wul plan. The need for pkiming bi 
India, however, is pritnii facie suggested by certain anomaliea 
in tlio esdstiiig qhIdt of our ecoiiomio life. India posse(>sea 
outstanding natural mlvantages ia respect of all the aspects 
of niitjonal economy, agiiculltwe, industry and omnmeroe, 
Yet she remains to-dny lai^ly an undeveloped cooutry 
with aij extremely low Etaiidard of living. And despite her 
natural resources and a large internal mtirket, sIie remainn 
ponloualy dependent on other countries for the supply of 
many essential requirements. It seems almost like a patadox 
tliat wliilo India is oonaidered by tho economic experts of 
iliB Lesgnc of Nations to be one of the eight prinoipaS 
industrial countries of the world, die eontinutss to be mainly 
an exporter of raw materials and importer of mannfiaetured 
goods. One of tlm gi^eatest producers of raw cotton, Inilia 
btqKjrts immense quantitios of piece-goods; and though 
iiejself the world’s laigost. grower of oil-seeds aJie looks to 
other countries for her supplies of x>aints, TarmsheB and 
soaps. VVith vast acres suitable for tobacco growing, India 
imports large quantities of foreign cigarettes. In epito of 
immense losiourccs of baml>00i limber and grass, India 
imjxirbi meet of lier paper requiraiufiiitg* The same anomaly 
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IB to be ohserred in IiidLa'ii Cun»unaptioi] of fcireigii 
and leather gooda, robber goods and maobrnetiy. As a 
inatteT of fact, most ot tlie agrictiltural commoditiejs whidi 
India exports at tlio present jnomcnti may be iirofitnbty 
utilised vritliin the country^ if only efforta arc dircetetl to 
the developrueut of the appropriate Indiistrica, and iMtm 
will deny the great need for mdiistiiil ilevelopment in 
India to odset luer extreme deporideuce on agricriihnic. 

\Vliilc the^ anomalies poiijt to the need for fornmlatina 
a cfJttiprelienHive plan for Cfoanoliriftting the eoonomiv 
atmetnri^ of the eountjy, tlie urgency of ploimed action 
aill ije all the Tnofe Yiyidty realised from an anatysiii of 
the oature of the [^robJema that now confront na in the 
varied aspects of India's economic life- Taldng the case 
of agricuitnre. first* we find tliat while it provides the 
mainstay for the bulk of ihe population in India, it is 
ocuiducted on an extrcTnely mieconomiY fmsiB. It is a malU^r 
of eoimnoti knowledge the agrimiltiiristB in Indi%^ aie 
overburdened ^tlih debt atnounimg to about lls &00 ororea^ 
whikf aa a tluefr holdings of land are extremely un- 
ecQiiamic and ineapable of providing th^m with any surpti^ 
to meet their debts« The probtem arising from clrcti.m- 
Stan COB demands not only an augmentation of the yield and 
income from the land* but impinges on the kiger question of 
ovcnpatimial redistribution of the p^plo. No improvement 
in the technique of produclion, liewover vveieonie it may 
Le, will alone confftitutc a solution of the problem of our 
agricult und coonofny unless some effective meane ta deviKi^^i 
to reduce the extating pi^^snic on land and divert the 
surplus agrieultural i^opubtion to other ehannels. Shnid- 
ianeously the probbm of snbdtvlBion and fmgmentiitloiL of 
bohlmg^ which now offers obstaclcB to measureB of agricub 
tural improvcinont will have to be teckted efifectively* It 
is also necessary^ at the same time to deal with pniblome 
connected with the improvement of tedmiquap taorease in 
Lhe yields of pariimiliKr Crops, regufetion of aueb cropa im 
are confronted with the danger of over-production* selection 
of bettor and more remtmemtive crops, provtekm of !)etter 
marketing ami financial faclUrieej etc^ These pmbbms 
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wbiuk MO of a tfeocmdarj- oliuni&tor are novoitlijOloss vital. 
’Dicy in^piiige on ttio larger proljlotnfi and no uno vi'to lias 
luui tKjoaaioa to oxamino tlicm will agree that they admit 
of BOparato ticatmont. Tliose refoima can come only »a 
part of a larger plan fmmed. with due regard to oUiar 
eapecte of the nationitl economy. 

The growth d' induatTies also in India baa hidiertu Ixicii 
mainly of a sporadic charocter. This oxplaina why o«f 
iiuliujtrud progress lias lagged far tt»hind> in spite of the 
fact that India possesses vast resources and a large intemat 
market. Even the development of such indufitries os have 
lieen catahlkhed gives indication of inherent weakncGS in 
the over-mnltipiisjatiott of units In particular liiiw, and 
little proigcess in otlicr equally important lines. In a country 
like Ijjdia where industrial investaient is by tn> meane great, 
haphazard growth of this description is deplorable. Wo 
require a harmonious development of industrioe on a 
divertdfied basis and particular irniiortance should be 
attached to these industries which are likely to Btrengthen 
our sgricttlCuro by draW'ing out, as much ns posstblc, the 
surplus population dependent oil land. Tlio develi^pnient 
of industries on bucIi luaso necessarily involviea the question 
of Jocalisatioti to etwnre the neceeaaiy benefit to the agiicnl- 
inrists. LoeaUBation will again involve snob queutionfi na 
the availability of cheop power, raw materials, and cheap 
faoilitles for cotumunicatioii. The task obviouely calls for 
piunnod action, with a view to mdustrial expansion along 
deSned lines, for which the requisite banking and financial 
faeilltica w'iU, liave to be emuroi 

Similarly in the orga»ibMifi<’*i trade and finanoe, 

we need to proceed on a well-planned biisia. Planned aertion 
is partioolarly neoesaary in respect of our foreign trade, 
for. in the existing conditions of vrorld trade, India's fivvour- 
able trade balance w'Uich is essential in order to allow her 
to meet the heavy annual foreign ohligations, is steadily 
ibmmfalimg , Unforttuiatelv, the commercial policy of the 
Govern mont of India has not ahvaya Ijcen g[uided by this 
consideration. Though, of late. India has initiated a policy 
of eshibliahing olmor commercial relations with other 
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bv entering in to tni^lo agrecmentd uitli certain 
i]iiTiuni^, it Cjuinot be ^id that nil of them fuJJy aiiEwer 
to the reqiii3?eDrte^jt« of India. The Ottawa Trade Agree- 
merit, for instance, iloea not provide an adequate quid pm 
tpw in jis mncb aa it £aih to omni^ to India a favourable 
trade balance vrfth the United Kingdom to v'hom she owes 
the major portion of Iwjr foreign obligaiiunfi. In the circuni- 
stiu^ees. now more complieiLted ihan ever by such world 
faetors as llm depressioa ami llie growth of ecotinmic 
natlDiialiHini kukding Ut the AccuinuiaLion of trade barrktfir 
it h iucumlwat on India to follDw a well conceived jKillcy 
in extending the frontiers of our foreign trade^ thereby 
ensuring a fovourable trade bahmtt?. 

Tiio same necessity for a ey^tematic policy appears in 
the ease of internal trade ae well. As j el, the Government 
do not Beeni to have b dednite intemai trade policj% witli 
the result iliat even in recent years we Itave witueaged lu 
India the curlouB pliejiomenon of oertoin artlcdes being 
imported in seme province® of India, while the aajtic 
vatiettes of artide^ wore being exported from otkerss. 
>iVhile. uii tlm one handj Rnomaleuft and in certain coees 
disermiijiating transport ehorge^ stood in die way of wider 
(ILitennjtiQii of goods between tlic diffemnt parts of the 
country, lack of adequate commerelal banking faciirties, on 
the other, is impeding lim dovdopmont of interm*! ttodo. 
In f* vast country Jilte IndiaH intomal trade should bc 
regarde<l os of vital importanee; li actually constituted 
over Gftoeo liimss tiio volumo of iLo farclgu trade. Syetematic: 
efforts are obvious^ oallod for to strengtlien and develop 
this aspecl of India'ft economy. 

Closely allied to the question of internal trade ift the 
problem of transport. The tturis{K)rt orgsoisatjou at present 
show's not only a diBimct lack of co-oidlnationi with the 
economic requiromenta of the country but also a lack of 
co-ordination within itself. While in certain areas we have 
been witnogsing unoconomio competition betwoon the 
dUferont kinds of transport agencies p entailing eiiomimia 
wastet there me extonaivo regions in w hich adequate trans- 
port iaoiiiiks have not yet Ijceu developed. The absence 
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i>f eo'ordiiuiikin npjieam in tlie moM> acjute form between 
rniJwnirs Uukfog tlie jiertii nji<3 Liu? shipping 

and abcr in i^tim Ami^ between rofui lUid rail, la reapeut 
of tlie differant milwairs again, we require tlmroiigli over- 
IianUng of the freight &chodnJe&^ Tliese isehednles were 
devigeci to eerve tlie purpoaca of the c:sport aiul import 
trade of tlie ijountry and do not, thereforsp suit tlie present 
i^qinremenia of tke country hi view of t!ie deveiopment 
of a lafgo tiLtmber of indigenous industries. Again, the 
inland wfttet traneport system in India dumaiids apflcioJ 
conMideration ami efforts for developmeEt in view af the 
fact thati as tho che^pe:^ mean* of traiiflporti it etrita a 
pour ooimtry like India admirably* 

In the sphere of banking, currency and escbartgif, the 
necessity of a plan irresistibly impressed upon us. India 
banking eysleiii lacks homogeneity and cv^hesion, apEUx 
fTfim the fact LUat it is not mlBciently developed aa yet to 
meet adeqtiately tlic roquipoments nf India's agriciiltuie, 
Uidtistry The orgsLaLsatiou of agricultural credit^ 

eotnmeroia! expansion and tnduatrial progrees con be 
tiffeutively iks^iistcd only by the evolution of a well i^rdered 
banking eystem in tije comitTy- We do not possess an 
adequate number of land mortg^e banka to tender reiitf 
to tlie debt-ridden agriculturists, uor have we developed 
the necessary banking ioatitulfons to provide commercial 
and iudus trial tinanoe in a Hoale and manner required by the 
economic eonditiotis of the country. These are defects m 
our economy which require to be removed; and unless 
progrea-^ in bankijig facuiities ht made in all these spheres, 
mt well ordered wonomic development of the country will 
be possible. Active a^tsiiee of the Govemnicni is vital 
lit every atage of batiking development, which obvkiuiUy 
to the need for a sy^tematio banking policy on the 
pan of the Government. The question of regulating oum*ney 
and exchange liofi also an important bearing on many iuspecU 
of India's economy. Either in the matter of trade expaiu^mn 
at, home qt abroadlir in tlm matter of regutaiing the internal 
prioe levclft, pariieularly of agrieulturai coounodities* a 
well cuneoh'od curroncy policy favourable to Indian intoreste 
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h A prime n^tneaflity. and tmtliiiig mn be mqr® dai^cffuna 
to fette of m coontty t liPin n policy of drift 

iu this ImportAnt respect. 

In ih^ mi^lter of l;lie aciministntiion of Indhm public 
fiuimce, the same kck of pkm Ea The 

eom-goa of rawntte haTO changed from deoade to liocado in 
point of impoflancc luid yields but tho Government of 
Jjidiik hiive not yet aucooocled in evolviiig a satiEffictory 
system of public dji&nce adequate to the gro^rtng rcc^uire- 
mum of iflijia. M’o atU] depend for thn eMbilitj of otir 
{lublkr fuianccr upon very timited ftouroea of tieveiiuo iiinl tho 
ex|>ansioii of Govoniment^s aettivities on devolopmontol 
line* is eeriouBly luiinpared by Die mwi-evpanaivcnesji of Giefio 
resouroea. The ejidcm of taxatum itself la foil of 
luiU hieqmty. 


CyrNn^TLiOE^rr Goveusiuekt Pouct 

These ore tlie potent fInfects of the economjo ot^gMusation 
in India, but at the same time it la only fair to point imt 
Cilwt Hie Oovarnment of India have not been altogether 
indiSereut to tbo. doonoinic development of the country. 
Their policy hoe to some extent swerved from the ebseif^ 
theory of faivs^ for they bavo from time to time 

taken ine^ieuTes for tlio improvement of our agrieuJturo, 
trade and industry* The institiition of the Imperial Cottneil 
of ^AgricuitiimJ fiesearoli and iJie variDas Crop C^mmittcefl, 
the appointment of Trado Commkaionem ahmoid and the 
reoeril trede agreommta with oertain cDuntriea^ the initla- 
ttoH of the ayatam of ^^itiscrimmating protection “ for 
Indian industries, the recant Idstitutiori of a schema for 
mduetruiJ rracatch and the enactment of a iiuinbf!r lif 
labour lawa—tlicHc are some of the meiimuee whicih ilie 
Government liave tmdertakru to |H^mote the etonomic 
welfare of the iiouatry, but the^ meatfure^ lack co-otxlmaijon 
and huTe uol been guided by a coneietent coznpreltensive 
pcpticy« 

The GoTermmmti of India have thus far pur^uefl an 
mjoriomic polh^ which (aUe short of the ueoda of 
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the coimtr}'. Tlxo mciigre nomlUt of j:H>lipj aurl iIib 
aiionuiMt^ of Hw dr^y referred to, serve onlj' 

to tL-t^blbh tlie ^?rtjn«j facie coea for plinning in 
] no doubtr Uowever, tliatj if dhirk tlie obtig^tion 
to formntJite a ^tnprelicnsive pkn and tnusi tlia econotnin 
daytimes of the eotmky to anct poUdee^ as tbe GovemicisJit 
may have so fiix formnlated^ tlie re^nks. -will Iw truly depress¬ 
ing; but the need for phuiuiug h net suggested mei]@]y by 
impaliencc at tho pineaent rate of progroas. 1^'or my pari^ 
1 couieud that the pu^sttit of the present |H>U^e& may not 
only fail to aebieve any progreaa but may oven result m 
a setback- It m 'n^U knua^u thafc^ as a result of the doprestiion^ 
Ulo oeimomlo liib of every nation haa become so compli- 
inated thiiL tlio pur^t of any policy that luis regard to 
only oho and not all aspects of tlie national economy in 
of mi avaih In India, piarticuEarly^ ettoh a policy amnot tiu 
foUiiwed vritliout the risk of grave repercufi^ne in other 
spheres. Fur iustance, the policy of dberitniaatiug prutec- 
Lion was formulated by the Fiscal CominiiaierL in recoguitiinn 
of the vast industna! iioteniiahties of the country whidi 
lay undevelroped, it is true that thn Ckrvenunent havu 
b«n more or less half-hearted in the eacocuiion of this policy* 
but such oQcct as the GoTemment have given to its recam>^ 
mendatkms shows ctenrly that dbviimiuiituig prutectiufi 
by itself oanuot bo relied upon to bring about a harmenioua 
economic development. During the laet few ycare it Iijah 
beciitue dear that the oxuberaiitio of imtiumdistj soniiment 
ha& not iiclped a curreot appraiseiaent of tiic reactions of 
proioctlouism in India. The induatmlisatiotL whick has 
come about m a result of the protection lias not been, os 
it m bceoining clearer* evenly dii5tributcd. Our economic 
prehlems e&to reirnlered tmiiuly Domplicatod if thn iHutelilii 
of proteotbo are not evenly distributed bott^Ten imlustry 
and Agrivuitnre or one b beiiied to thrive at the expemjo of 
the other. As the e^^perknee of discriinmailng pruteciloii 
during tho decade in which it haa been in force indicates, 
the advantage has gone mainly to tko fndu^t-rial Ptoviucec, 
with the result that the agricullTiral Ptovinoes are now 
iticlinod to protest agalndt this pohej and any Gnveniiiient 
Q 
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in Ijidiii would in future find it diflioidt) to a Jxappy 

balance. On tiio one hand, it cttwuot ulieimte the sympathies 
of the figticultiiral Froviticea* and on the other hand it 
caiumt tLuow upetL the inLemuI oiarkoti to iJio mfltPC of 
Aireigu imiKjrts, The want of a co-oriiHnAted plain gives 
Tm to many eunh difficulties. 

The poliDy of diBcriminaiiiig protectiou also suflfen? from 
tliO EbiluTB to coHisider adequately Lhi3 relation between 
laifitflYi indusiiy and I ndjati a^eultuie. When it uaa fiiat 
enunciated^ it wb^ believed that tlie hordtiliJp^ entailed by 
protection would be neither eonsidetable nnr prolonged imd 
that tile infant induetries woidd grow to ntatnrity and 
eaAJly fit into the fifamework of both the national aa well 
as the intoniatiomd economy. As a result of the depreerioji 
and of certiun. developments in tho oiit^sido w*odd^ the 
Indian agriculturist lias not only failed to teceive any com¬ 
pensation for the increofied price he has to pay for tim 
protected articles, but be baa also been progressively losing 
ground ht tile foreign markets. IlIu^ distress of the agri- 
eultnrists^ has been tiinted elmady» now UireatenB to 
work in the direction of a ptemature abaudomnent of 
discrimiiLating protection. 

Anotlier serious teperousslQu of this protectionisiti is 
tliat tlm government of India have been deprived of a 
eubstantial portion of tIu&Lr customs revenue. Tlie eon- 
iiiiuanee of this policy would entail a more or kes thorough 
overluiuling of our system of pnbllo dmuicsOp Tho aucceeaivo 
commUtcea which have enquired into the que^itrion of 
Fedora} and FroYlncial finances have uniformly failed to 
evolve a plan acceptable to ail partbs* it b obvious tliai 
s national tmancial should bo shaped luicording to 

tfio reipiiromcuts of national economy of the time in winch 
die system will liavc to function^ and the are greet 
of u fmsmdal plan that has not been dearly thought out in 
robtion to the economic devolopnienc of the country. It 
W'ould tend to drcuniscribo Covemmont's capacity to 
render iielp to the country's industry^ ugrkultuio or trader 

Whai^ then, will be tlie naitue of the plan wlmib India 
would l>e TST!!! advi^ to adopl ? Admittedly in the wiso of 
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IndiA lilies plfiii will IuLVt' vtfiy iitUe in tritli 

wMch have pursued m ixtiintrifs Uke America or 

Great Britain or Germany or Itaiy, India is a mmtry of 
undevdopod poientJalities; and her jrriiQe noed^ therefore, 
is to <tevdop the resources w'kich have so for remauied 
nntoudifid. In this respect her position i>earH a closer 
analog}' to that of .Russia. 


Nato^e of PLASTfisc IS IxniA 

Lidia^s plan will tJiiis be pH manly devolopmnnfcat iti 
c;hn:meterp aimiDg at the development of the existing tuid 
iKiteniial resotprces of tbo countrj'^ in the most effective 
manner possible^ by co-ordmatmg and direcHug fiuj in¬ 
ductive processes of tbs country . This would be t.be particu¬ 
lar dbLinguishing feature in a plau for Indi<t compiir^ with 
iiia plans eyolved by the advanced eouati-iea of the West. 
WliercEas the ekbf objective of the plans of tbese cmmtrice 
is to curtail and regulate production, tu put, as it were, 
a brake on their productive nmdiiner}^—^ths eftsendai aim 
of our plan w^oidd be development and exponnionT though 
at the eamo time wo nmy to tiome extout have to regrdate 
and rationalise the ill^concdved growth of some of oiir 
iiidustries and regulate the production of certain crojifl. 
But the lattor is certainly not our uiain problem, thir 
main problem is to take luletjuate advantage of tho viist 
polmilM r^ourocft and the large int^rua] market i in a a^orih 
to expand our trade^ industry nufl commerce to the fuUaafe 
extent. Awahoned very late to the urgent necessity of 
industrial development and faced with keen competition 
freim the iuduHtrics of the Weatern comitrba, a^ wdl as of 
Japan, cuutiot afford^ partieukrly ati thi^ juncture of 
world crisis^ to fritter away our rosourcefi by hapha/^ 
development. 

The reeonstnictional aspect of India's planning again 
hfiiigs atiikilar problems to those that liave confronted 
Weeteni countries in cousec|iieiice of the reactionii of ilio 
slump. In India, also, the dopresaiou lias viTought many 
maludjustineote in tlie various spheres of her oeononiie 
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life und efforts are needetl to equliibdiuii 

anil oreate caaditi<iii9 j^voimble to tbe rtitiiI of IradCi 
oommeree and uidufitry. 

Ttiua apart Ihiin the devetopmental aapeot of planning 
a auitabk ooonotnio prograinnie for India slioald ako 
embody meisnrGS of a defensive miture, ae ogainsi the 
ffraotions of the econonile poiioiia of other eouutrios, India 
k so vitallv' inteteated in the ooofioniio developineEita of 
the tei>t of the world that she etuuwt reiuaui imaffected by 
their toactiuns. The rapid ahangefl tliat nro manifest in the 
eeunomio outlook and policies of other oountries, the growth 
uf oitaggeratod oeononuo mtionalism, the oconomic ooiise* 
qnenees of tariff barriein and tiivetao ounsnoy policka luive 
been eicrting a treinondouit prespuro npoit onr economy. 
To counteracit theu unfavourable reaottona and to di tn t n ieh 
tlw -riotniicie of their impact, it is ncoessary to plan dtifeuaivo 
measures for our own proteoikm. 

Apart from these eeonomie aapoots, there am also noeial 
and uultTiral aspects of eeonomio pUmnitig in India. A 
primary aim of planning is to innoasse prodtiution, tLot aa 
an end in itsotf, hut for the pmpose of guaranteeing better 
living eonditions; and also to ensnro ocononuo and soma! 
pisUoe as Iwtween the claBseB and rnasses. sneb tho 
«;oeTaI and eultural aspects of Indian life would also rcquiie 
some TCiulptstmcnt. In partieular, the exoossivo growth 
of population in India should receive otir moat anxious 
coiisfdaration.. The various aspects of the popiJationi problem 
of Iridia tsan only Ije widely made known by the spread of 
education. It is particularly ncncsaaiy tliat this oducation 
dhuuld Ik ai'ailublu to the masss so that they may fully 
appreciate tlw liearin^ of the population problom on their 
ccCHiomio oonditionj!i. 

Tub Scope fob Plabbuto in Lvjjia 

Tlio scope for jihmaEng m India in very large, though not 
without certain obvious limitatiotis- Tlwre arc, for instonw*. 
Ihe coiiBtitutiona), or what may otHcm-ise ho oallefi external, 
limitationsr ttiere are also ^'internal" iimitatloua arising 
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from the social truiUtions of tlie ’rlic IiidUiii juwbl 

ayRtem ib ionately coiiHervatlvo onil it ahotilcl l»o teaiisod 
that any plan. Ukely to creoto condition* prejiulioud to 
continiuuicc of tlis existing sooisl and ecoiioimc cUaacsa Trill 
be fitmnnoualy reaifltod. 

Again there are the limitations arising from the abBonco 
of adequate knoirlcdgo and feedinifioe, but they a-ill t» 
ovorenme as wb proecwl with llm plan* The oconoiiiic data 
whieh we poweesa are tiiadequoto and defectiec in many 
tespeoto, and require to be nvule nifiro comprebenKivn and 
up-to-date. The need for autlwiitie data cannol be loo 
much emphaeifled inasmuch oa ''the first requireiucut of a 
p lnTinivi economy ia * t-o-ordhiaticn of information which 
reveals the mtcr-play botwT»n economic foroot, and ectmomio 
data that may bo depemded upon tta a rule." The acliome’ 
auggcatcfl by Hr. B4>wley and Mr. Robertson for mi eooiiomie 
ccDKUB of India vitli special refetenoc to a cetiens of pfo^ 
duction find reorgaai*»t'i«» atatisticii doe* not go fi»r 
enough, but it may well *orvo us the basis for a s^'stematiti 
cf»in|dlatkui. to l» extawied and supplfiinented in otfuiae 
of time. 

Wliilc drawing attontiow to these limitationa to the scope 
of planne^l Witioii in India, it b intereBting to note that 
in one Ksapeot the ciroumBlanoes in this country are [jartiini' 
tar tv lavooiablo for economic p lann ing. In tJie developed 
countriihs, os in Eutnpe. foreign trade haa flowed along 
oftftmn iihanochf for long )ierio<l9 and tbs feature* of the 
economio system are too rigiiUy ret to bo cofiily altered; 
vested intensaits offer strong oppofiitioii to innovatioti. In 
India, however, such preblem*, even wliere they esirt. aro 
milder and will not prove so great an obstacle. A* hiw been 
aptly said; '‘Eooiwimro ciperimenta are being mii^ cve^- 
where, but relatively old fertahliislicd comraunltU®. with 
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iLoU: Jiijge jiuc;umiibliQiiit ,if c-tijiiiol gctoib ftntl viisteil 
tnlMeHta are oftpii lUlIicuit biwtatoriea for work o« t\ 
tutUoii-wtde iwitle/’ TiifMfl 13 ooni^juimtiveFy free &oiii tliis 
liftijilitap, 411(1 plsiining may be attempted in India nailer 
tnuuli better auspiceii t.iuui in many of tlic other adva»<.-«Kl 
countries, 

Mexuods aki) JdAcnnxiEBy of PLASTrrso 

In the formulation and ejcecntjoti of a plan for India, 
wo shad Jiave to rely on the combined cSart& of the State 
and prirale ent^rbe. Wliile it 13 true Uiat tliv execution 
of a jilnn eiitails eouBiderahlo Governmentaj ooutrol of 
eeonotiiio actiritt^, it abould at the same time ba rceogoised 
that much can be aolue^cd in the way of rational dcvcTop- 
tnent of oim tnwle, indnatiy and a^icnltme by organised 
jirirate action whioh, however, will require to be asatated 
in all possible ways by the Goroninient, both direcLlv ami 
indimetty. Indeed, eartidn purta of fcluj plan ntc perhape 
bcfii ted to private enterprbe. 

But die planning as isuch w iiJ, in either case, have to lie 
entrusted to a competent autboiity. As olmady pointod 
ont, no plmi can be fomiotateii, far le^ carriefl into aotu>n, 
uttlesy tliere is eUbotlre machlneiy set up for ilie purpose. 
It ift weU-hnown that tlie esistitig Governineutal macliinety 
in fa)' its nature uiifitted to undertake such a task. Yet t.he 
planning authority whioh is to Ita evolved for India miiat 
emannto from ami bo in close coufonnity with the exurting 
coofititntional structure and this consideration rendom the 
task of oq^niBing an appropriate plonniug irody in India 
not only dilhcult but abo complicated. 

Suggeotiona, however, as to how the requisite mnohinery 
for pbuning ^y be evolved in India are not tvonting^ 
and tlie material at hand may be utilised with profit. The 
antral idea is to set up a supremo Economic Council or a 
National Phwining Commission, ivhich will uot supcisedo 
athw the executive or legialative limiia of the Goverament. 
It should be composed of a ponnanent pcreonnel of experts 

IJJ-* A jL-tF«ry OflgiuiiBiiwi in lml«, 
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with tisc cigLt i:o frt>m time to time mombor^ jfiavmg 

export naid koowledge in piicilouljir pnobloius 

trlieii tluj Comitril Iisk? to deal frith Rudi pfobbms^ Sacli an 
expert body will liave affiLfficbntiy wide purview to assemble 
4 i]J the relevaiit fects, while its pci^Anenoy ht likely to 
ensut^ thfit the plan will gnidaally arid eoJitiistent.ly develop 
liL It healthy oontinoity. The procedure would ensure 
availability of spovialie^ knowledge of partic^ilat pttibleme 
and at (he ssame time it wnnid guard against too drcum- 
aoTit^ an out look. It would also prevent tlie tVmnoil from 
growing unwieldy. In the task of planning, eatdi parti- 
n tilftr inilustTy, manufaeturing, agrieultural or ex tractivo, 
sltonld lie dc^t vi"iiL as a wlioloi and llie fieveml branebes 
of oi]gaiiified for ecKsprrative work. Orpanmations 

should ijo sec up for indiifrtry, agriculture, retail tnwle. 
foreign trade, banking. ctCi, which should be able not only 
to repceiant* as organieed functional bodies, their 
the Conntil, but also to carry out Fudi Bcbemea m may Ive 
entnifited to them. Where eudi organisations for the W'liufo 
of any particular economic aspect of life or for the separate 
branches of any hidnstry do not exist^ the setting up of 
aueh asi^ociations should be actively enmuiBgci!. 

In reepoct of tlm PTovincefi, too^ we aboidd Imvo t^iinitiiF 
Economic Councils, all hough, in so far as the services of 
cx^peruj are needed it ahtvuld Iw ojmiii to tbissc Qmnriifl to 
dtiaw on the experience of the Central Counci] in mklitlon 
to their haring ttm right to oo-opt membeira with 
know’[edge |KirtirnIarIy qf Provincial uiatteTB* An itnporiaiit 
function w^hich tlm l^ro’vincial Qiuncils w'ill servo is the 
compihitioii of relevant data in regard to the various aapecte 
of tin? economio life of the respective Provuieea. Tow-aids 
t hL^ end^ voluntary co-operation of umvensities and colleger, 
on the one Imnd, and of Chambers of Commerce, on tlio 
otJier, would Ijc found extremeSy helpful. Hore it may In? 
remarked iiuit while to^:lay it is reeognh^ that tliere b 
a dearth of statbtiea and othar information, the planning 
<>ounctfe W'Onld rotpiire t-<3 be in iwaaessdon of all refevtuifc 
facts and fttalist-ic^ in order to assess the ecunoMie situiatioii 
and evolve their schemes Oii the baaie of facts. Li w^ould, 
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therefore, entail thdir unilortokilig a thorough £>vorhauliiig 
of eslstijig statiBttoa ami njethofjti. 

The administratis UivisiDna of India, a;* they are uiiiler 
the exiiituig constitution, suggest also th« necessity of 
DCMirdination botweeq Llie Centnd Flatuiiiig Oommuisiim 
and the Ptoviueisf Councits. Tho Provincoe nne and will 
be in chaigo of mobt of the dnvetnpmental serdees, with 
the resnU that the rceponsihility and uecesEity of phumiDg 
will devolve mainly upon the Pro^'incis! esocutives. Dndof 
die new system of autonomy there will he large scope for 
tlu po|3ulaf executives to plan their pulioi^, though subject 
to certain limitatiorLB, ami in, aecurdonco with the uide 
plan adeipted for the country as a whole. It heeomoa, 
tiicrefore, evident that India will need not one uingle hunio^ 
genenus plan but a nnmlier of plans and tlifiu- application 
will be on a Provincial baaiH, wJiile the Ctentral Planning 
Council will co-onlinate and actively assist and supple njcnl 
their efforts, thns Jiclping the formubtion of a unihetl 
natifuial eixmoiiiic policy for India as a wliole. Sodi ai^t- 
nnee niU be necessary to ensure aucoesa to any plan or pinnn 
that may be adopted by the Provinces in promoting the 
development of any branch of agriculture, inditstry or 
trade, beeanse the tjeutral (tovemment will control the 
larger [Kiltcjes of vital iutenKd' such oe those relating to 
currency, taiiff, rmlways, etc. 

It will necessarily fall within the scope of the tkintral 
(■iooncil to see that a closer inter-provincial co-operation 
towartls a policy of balanced industrial development in Iho 
country is ensured. It must be admitted that vliaie is a 
tendency for certain industrifis to develop lioyond tlie eon- 
fluming capacity of their effective ooonomie markets, 
whereaa it should lie llie aim to afford to each Province 
the fullest opportunity to develop its own mdustries, avoid¬ 
ing tlie dangers of duplu-atiou and over-production and 
the danger of inter-pmvindal jealousy. In the event of 
eonflicts between the OontTnl Council "and any frovinciol 
Cirtdicil, again, the decision should lie with the Central 
Cioremment or in whomsoever tho residuary functions are 
vested. 
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ECOKOHIC PLANNIKG 

TUg plnjinmg bodies woiiid iiaturttlly liftve nsgitrd lo the 
aiid inibrai;iti£iii obialiiabb. Xbey wouM inquire 
bu at cini» realistic in Uimr appruadi, pajdng due i^ard 
lo atdtia] eotidit and ^uiBcbncly imagiiiatl¥u to Tiow 
iili« prolilem aa a whole m relntiun to llie several iiarts iind 
\nth rofortince to Sutm^ |3o^bilities* The machinery miEst 
bo prompt, in action, and at the Huie ib^bh. It 

must lie kept froo of the bureaucmtic influence^ enurageoua 
act ami courageous to admib miEtiikQ&^ not- iLcsitating to 
efFeet changes in method or policy in keeping wilii tlis 
changing oonditkni^. 

As miittona stand, it would m% bo poaaibJo to JatuicU a 
fulL-tleelgct] economic plan, in India in all ito detail the 
very ooinntenc^aient, oa in Kin^a and America, hut our 
procedure ahunld be of tlic nature of unit planning. There 
are Tartous tmmfications in our economic- and social iifn 
which Imvo to bo aiipruacUed in an orderly and systonuitio 
waj', witk roference to a unified objeotivu. 

COKCLUBION 

ill itie foregoing pagoa an attempt been made to 
ahow from tlio altered ^renditiiom of the world ls<i-dayj the 
neceaoity that £M;es every country to ivtumdoii the theory 
of hi^ez faire m favimr of increasing State reaponsihility 
for tho economic ordiirifjg of tiiis country with equity cmd 
humanity. The queetiun always is bow fax tho State's 
responsibilities sbcuild be actively extended and obviously 
it dependB upon the naiure ami raquiremortts of each Btote. 
Tliefeo droutn^tojices fieiro to dncjdo iiio 4dlara^^te^ of Ihe 
phut to lie udopted. A plan impUea foretdiought^ eO' 
ordinatian and purpose, and thn cmidence oC suitable 
macluuery to give it efieot. It implies useful intervention 
and TogulatjDn, Imt not needlefs reatrictions. It b erm- 
scious direction aa oiipc®ed to haphazard metlnxls and 
rncro improvisation. So far ajs India is concerned, 1 have 
entleavoured to suggest in barest oiitimB a plan that the 
cirouingtancea w-ouM appoiu- to warrant, and tho condoaion 
to which droumfitoncea readily point is that India would be 
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w^l\ advi^d to ft oomprelmasiTO plan and proccccJ 

to apply it in parts, ynUx u view to mitmting a coniifitiooft 
prooE!^ of C!0"Ordinat^4 planning. 

Pcwt-scripi—Since tli^ pAg)e$ were written^ certain 
tmiK>rtant elnuiges both political and economiGr have 
plftc« in India. AUhongh they do not affect the conclusions 
fnacrhed in thie articie, it is nfieessary to briofly mention 
them here in order to indicftto that tJie chang ^3 temfoice 
my views and oonulnsions in an emphatic way and tliat the 
question of economic planning in Ihis country baa become 
a problem of live interest. The inatiguratiDn of Pro- 
viuczol Anionomy on the Lst of April, laST, has tishered in 
an om of much democ!ratic enthriBiasm for aocLal and 
economic endeavoure and most of the ProvLneial Govern' 
tnents are initiating ftmalicralive mcfyiurcs in diverse 
<lircefcionB. Some of the provinces like Bengal and Bombay 
mid the C.P, liave already set up special Industrial Survey 
Committees in order to investigate into the petition of 
exisriing industde^ and to assosa their po^bUities as aLeo 
L iie poteiitlaliGt^ of new induatrie.'^ so Gmt they may 
recommend measures by which a sound and mtional 
proR^ of industriiil development may be ensmi^d and 
iidcelenwtecL Besides^ the Ck>ngre^ which is in power in 
eight of the eleven provinces hm also set up a Natiotial 
Planning Cottnnittee which is now engaged in an enquiry 
into the existing position uf mdustriefi and tiicdr future 
possdbilitk?a, TliUfi a stogo has been roachCEl at which 
Covonnnciit initiative fur economic pLmning Ib no longer 
tt remoto poesihility but tuny be a reality of much {inictical 
value, provided a co-ortlinatod programme of plaiming b 
formulated stud pursEimi for the entire country. 

But judging from the situation its it there seeme to 
be A lurking danger in all these efforts for phiniiiiig in the 
fact that the necessary measure of ocHordhuition iMitwoen 
titc endeavours of the proviinjcs and those of the Phuimng 
Committee imiy be lacking or may dake a veiy long tiaie 
to bo cvolvofl. Platumtg to he rational and effective must 
be viewiwl on an all-India bmh, with at the same thue, a 
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9yi)i|>athctic; and tnli^mnt undoi:^tancling of the particular 
needs and cbinis of the canons pfovinoea. It is, tliereforet 
extremely desimble ilmi perfect co-opemtioii shoiilc! exi^t 
not only aa t^tweon the PlUTmeial ^miulttees but ako 
iHJtwecu the Pmvincial Committees on tlte one lumd and 
the NatiDTiiil Comiuitteo on t!ie other. CoUnbaEntion elioutd 
by Jio means be limited only among thOBe Provim^^ where 
the Congresvs is in power but should be sought and oosuml 
m respect of other Provinces as well Tliere is again the 
question of steenrhig the co-oijeration of the Govomment 
of India in any sehemo of economic planning that the 
Provinces or the National Planning Conurntteo may 
formulate. 

Such Dullaboration in efforts for economic phuining is 
indeed the e&sentbil proynunaiy to the success of any 
programme f for in their initial enthusiasm tlie Provinces 
may iuruigurate menstires which may lack co-ordination 
and may be EclTcontnidictoiy fram the fitandpomt of the 
economic progress of the entire coimtry. It h agamst thhi 
danger that utmosi; precaution is called fo^. 

In tisc sphere of ludia^ foreign trade, of cotrn^, tho 
Ottawa Agreenierit has been replaced by the Iiido-British 
Trade Agreement and a new pact ha^ b^i conclude with 
Japan, but such changes do not very much alter the dtnU’ 
tion m it was some four yeare ago. The IjflJajjoe of tmde 
position of India is still today uncertain and provides a 
gemiinc esueo for concern. No doubt appropriate and 
planned efforts for expanding India's export trade by 
negotiating advantageous trade agreements with fndia'a 
l>cst ctLstomem am necessary io meet the idtuatiom 
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tillATTEa XXVI 

MONKTARY SYSTEM AND POLICY 
Bt H. L. Dey, 4LA-, Dijc. 

£>(Kipa Univerwt^ 

I. CUfiSESiiY Evoj-UTioii, 1S35-1025 

Tlw standari and iia talL— Tk« ovnlutloa of the 

modsm inonetAry aysteift of India may bo saUI to havo 
begun in tbo year 'lS35. In the opening deeadea of tlu; 
Tuneteonth. century, some iwrta of tlin country, 
Maflma. bacl a gold standard with gold cnnency, while 
other parts of tlw cemntry, e.g., Bengal, had a silver 
standard with aUver coins and gold coins in concurrent 
dreutation. But the cmrcnt gold coins and Bilver co^ 
of different lOgiona were of the most diverse qualitiofi 
and daiioniinations. I'nifornHty was not to he found 
even within the sainB district. The rcBuiting conAiBwm 
led to the demand for a miifomi system of currency. 
After some preliminary steps, the present silver rupee, 
IfiiJ grains in weight and |J line, was established oa the 
btondiud coin of ties whole of British India, under tlie Act 
of 1835. But from time to time, during 18il-53 and 
18G4-78, them was n mvnrwon to a limited form of the 
bimetnilie standard, tlie Govemmont 1 m^ prepared to 
recclvo gold mohure and fioveteij^ and Imif-Eovensigns at 
the public treasuries at fixed ratios in terms of tlm rupee 
and the ratio being altered now and then. 

From 1878 to 1893 tho production of silver nearly 
doubled. The U.S.A. Congress, in order to check the 
progressive fall tn the gold prim of silver, reqviiwd the 
CJoTOTnment under the Bland Act of 1S7S to buy annuaUy 
between 20,tt25.000 and 41,250.000 doUats’ worth of adver, 

in 
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and uuibsr tin* Slicrmim Act of IttiK) at least 51 million 
uimoes of sUvei a year. But, except for a temporary 
speouladvo riae in ISDO, the price of silver denltiuxl lieavUy 
from in lS7g to per ounce in lg(l2. 

In 6adseq.uflzu!e, the mpee-fiterling rate of exdmnge alw 
fell from ll. Iti-JSlii. in 1873-74 to U, a SgSof, in 1892-113. 
I'lio payment of liiome ehaigca '* in the latter ^'bot amounted 
to £lg,p32i2l5 and io(|ulred Rs. 25-5 croreij. At the mte of 
exchange prevalent in 1373-74, it would have FOtpiired 
Duly R«i. 17-3 urores. Thiii bnii^ht the Government of 
India face to fooe with the prospeet of grow ing deficits or 
increasing taxation. The full in the sterling value of Lite 
rupee also led tlie European omployeea of the Government 
and mcreantito Srnis to demand compensatory allowance, 
and thereby aggravated the llnandal ritimtiort. And 
lastly, as the Bengal Chamber of CSommcrce pointed out 
in 1892, the progressive fall in tlic gold value of the ruiiee 
liad boon impeding the invEstnumt of foreign capital in 
India. 

In tibe meantime two international monetary confor- 
enecs were hold, the Bmt in 1831 in Paris and the second 
in 18&2 in Brussels, witli the object of arriving at some 
sort of international agreement for reliahilltating silver 
in the national currency systems through a limited or 
unlimited form of tiie bimetallic standard. But both the 
CoDferences failed. In such a Bituation, t he Govnnunent of 
India in 1892 alrongly urged upon tiie Imperial Government 
the view that the time had come for serionsly considering 
the question of cloung the mints to the free cohiago of 
mpetot and introducing a gold stojutard, 

The project of the gold standard.— The HerachellCtommitteo, 
which was appointed to consider the matter, getiemlJy 
endorsed tJie viewa of the Government of India. Act No. 
\Tll of 1393 was passed, which providetl for tho closing 
of the mints to the ftoe coinage of both gold and silver. 
Almost immediately a Nutifiiiation waa issued by which 
arrangemenlfi wore made (ij for the receipt of gold at the 
liidiau Minta in exchange for rupees at a rate of Iflrf. per 
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nj|jeo, (ft) fot- tlifi EUfscipt of sovpreJgns ami half-floTeraigna 
iu pajTneiLt of (iovommcnt ifuos at tJia rato of lis. JS/- 
fiTT a aovereigii, and {,u) for tliP ieam of Cumnoy Sotes 
(u e^xehsnge for Britiidi aoTeretgns at that rale or for gold 
bullion at a ooTroapcmdlng mte. 

Jn 189S an Act. waa posaed wliioh autk>ri$ed the 
isstis of fuimncy notes againat gold received in England 
by Uio Secretary of State at the rate of one rupee per 
T-thTltl grtmiK f>f fine gold plus the coat of ahipping gold 
to liiilitt. And undei' a Notification ieeued on Janoaiy 31, 

I fins, the Secretary of State anuoiinGed Iiia readint^ to 
lanlJ. imtu further notice, telegraphic transfere on Calcutta, 
lluuibay anti Madras, at a rate not ejoeeding I 4 . 
fwr rupee. 

It TviJI be noletl tJiat the object of the cuTBemey roforjus 
of 18D3-nfi waa {*') to prevent a fiirther fall in'the gold 
value of tile nipce, (it) to faniiliaHse the people of India 
T^h tlio luw of gold without forcing it upon them, juid 
(m) to stahU^ the ropee-ftfcerliiig ratio at 1 #. 4d. per rnpoe 
with the upper [imiL at l^. 4^. Obvionsiy the putftau rei? 
were both cxperimcmol and traiwitiona]. Tlie ultimate aim 
was the intr^uction of a gold stamlord with gold coins 
aud nipi^ in coimucront ckouiation at a finsd ratio, the 
rupeo being reduced to llio statiia of full legal tender token 
money. 

In fipito of tljo closing of tlia mints aitogetUnr to the 
coiim^e of rnpeea for five years m the face of growing 
]>apulalioti and risuig export lialonco, and notwithsiauding 
tHitrowings in London, reihictioTi of tlio drawings of 
tlie Secretary of State, and rise of gold prices, all of wliiidi 
tended to k-eep up the nipee-storling rate of eschango, tbs 
Indian exchange fell steadily avray frem U. 4 d. on Jane 
2 T, IS 93 , to Is. on January 23, lSi> 5 , From tbta 
latter date, tbo rate Iwgaii to rise slowly and steadily for 
a period of 3t» luoiiths till in January, 1898 , it reached 
the legs] ratio of 1j. id. aud afterwards moved steadjJy' 
around that point. It was at sudi a time that the Govern¬ 
ment of India asked the Secretary of State to terminate 
tbo period of uranjsjtion witJiout delay and submitted specific 
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ptopo^l;^ for fiuiili&F a^lvanoB twimla iim golfl sbiiiilaRl. 
Tho Fowlin’ Clomtaitteo wiia appoint^ in ISOiip Ti> 

exiiruiniis the Govemmoot ul Ditlia^s &ohoTiie atid to report 
oil meamircH caioubted to raake offbctive theii" declaitKl 
policy of wjtablifilimg a gold BtarKl^d in IiwiU. 

Tlicre two niain questionfl for the Comoiitteo 

to luis^werr (1) Sbimld tUere be li revorfiioi]| to the silver 
with free coinage of rufioep? <ir {2) If it was 
cl^irable to adopt a gold stsjidaid, ehoidtl it lie backed 
up by a gold currency in actiiu! eirciilaii<m or by gold in 
Tfseervei 

Tlie Comidttee rejected the sugge^tioti for a roiuni 
to the silvisr stELiidiiidp mainly beesnse eneb a retinii would 
meaii II drifting !>ack to the risks and nnoertaiutics of 
1878^93 p from wliich the criirroncy and ttxe Bnancja! syatom 
of IibeI been reacoed after glic years of careful maiiogo- 
ment. 

As regards Lhj? second question ^ there were tlireD 
intocesting projects for the Oernmittce fce consitler. Tliere 
first of all, the Govertimcnt of India'ii seltemc to 
conlmct the rupee drculation so as to encourage Uio 
ini^iortaticm of gold coma and liuild up a gold rciserve out 
of the procoeda of the saJo of silvcsr bullion, with the nlii- 
nuile object of jntrorluctng a fidl-flodgefl gold etandard,^ 
Keocndly^ tlmere was the plan of a gold bullion standard 
suggest^ by Ij^ly Frobyii. which would (n) inidtititite a 
Ecrpaiatr^ issue of gold notis of the denominatLon of fte, iO.WO 
to Ih? issued in excliang^ for gold and to be rodceitied in 
rupees or gold at the option of the holder^ aiid (6) make 
the ordinary- legal tend^ notes cotivertible, at the option 
of tlio Currency Dei>flrtment^ into sovEieigos or gold bars 
object to a minimiLm of £071/- lapprosinifltelj Ra 
The third plan, that of a gold-oxchon^ standard, wai^ sub¬ 
mitted by A. M. Lindsay, who Buggested that the rupee 
should he fiwly convertible into eteriing drafts^ at a rate 
of lOfd. per rupee out of a sterling fund to be Located in 
London and that stalling should be freely convertible into 

» The Fvu'itr ComimUcs JifjKfrt, pam, -Si. 

■Ibiiirr 40. 
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ntpoc drnfts j&t uiilijctit to ihe raadition tlml the 

[uimtiuim limilff fur such sties arery to l)e £1,000;- nnd 
Rs, 15,000/— TOJpeoti^Tily,* 

Judged by modem crurreKoy ideas and babibi, both 
these sclietnes of Lealy Probyii and A. M, Lindsay respec- 
tiTply ivej* certainly mure soumL and more ecronomicii] tiian 
a gold standard with, gold cimmicy in cireulntiou, ^hieh 
the OoToemnoitt of India bad in view and the Fowler 
Committee approved. They wtre rejected by the Com* 
mittee because thero weio no precedents for them and 
liecause they were unacceptable to ortbodoi opinioti- 
Insteati the Committee incommenfied that the Eritisb 
sovereign and half-sovereign GlioiUd be made legal tendof 
and eurniut odidb in India and tliai. the Indiim miiita 
should bo throw!) open to the unrestricted ooinago of gold 
into sovereigns as in tlie three Australian hrancliw of the 
Royal Ifint;. It further recomniended that tho rate of 
Qxthang© aUould bo permanently fixed at la. 4d. and that 
rapees, whidi alicinld be of restricted coinage and unlimited 
legal tender, sliouitl not bo legally convertible into gold, 
i.e., for internal puiposes, but that gold from the reserve 
should 1*0 foeely avaUabte in exdmnge for rupees wlienevor 
tlm rate of exchange tended to foil below the guld-oxport 
point. It atso laid down tlmt the ooioing of fresh rupeea 
should not bo undertakou till such time as gold in nctuaj 
circulattun tended lo rise above teasonalde proportioiiE mid 
that (he prodtii of fiiture rupee coinage should be set aside 
in a special reserve. 

The coming oI Ihe gold-'exchange staodarl— Under the Indiau 
(hrretioy Act of 18U0 ttie sovereign and baff-soverelgn wore 
made luitiinitod legal tender in lt)dta at 15 rupees per sover¬ 
eign. XegotistionE for the cstabllehment of a gold mint in 
India were coniod on during tiie years hut foU 

through because ilie HritiHli Treasury had raised technical 
dillJonltkis and Ijacaiisehj the nit>antime tfie attempt at intm- 
duciug gold cuius into ad.ive circuktioii had foiled. * ITie Gold 

* |*aJra. 

/TMfian (/vrrvPKy anij /inffiury p|>. 73-71. 
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Stwidard Iteserve ww institutod in lUUO out nf tiio jirofitB o| 
fchfi coinage of rupees, whieh vms resumed for ilie fiini tinio 
since L80$- In 1004 the 6eeiet&iy of State iiotilicd Lis 
trlllingn^ to sell Council Bills at Is, per rupee with¬ 
out litnU. In lOOS, Bterling drafts were sold in C^ditta on 
London at lit. 3^. per nipeo to tlm oKtont of inJiliun 
and cashed out of tlte Gold Standard Roserre. In tlie 
mean tune, steiis were taken to make the orjuipfuahien and 
location of the Paper Cttrrenoy Reserve flexible 'Hitliin 
oertalu linute. As a result of these snccesBive steps taken 
by the Govemment to implement the reODmmendatlcKiis of 
the Fowler Conmuttco and to meet unforeseen oontingeuai^ 
as they aroeo, the Indian Gurrency ayatem, insteail of 
enming the gold standard os envisaged by tlie Fowler 
Committee, came to oonform to the Lmdaay Sehemo of 
1898, that is, a gbld-exchonge Etaniiard. 

1'he oiain characteristic of the iTidkn Onld-Exctiango 
fftandiud of this period have been explained by Keyoea in 
his olassjo work, Indiaa Ourrency avd F»ia»ec, and may 
be summed up as foflows:—■ 

(1) The rupee w'as u nlimit ed legal tender, and far 
Bs the law provided, inoonvortiblc into gold, and as finch 
it was sonietini^ deecribed as inconvertible note printed 
on fiiiver. 

12) Ciuveiicy notes of the deimminatiouj; of Rb. 5, 
Ra. to. Re. 50, Rs. 100, Bs. 600, Rs. 1,000 and fta, 10,000 
were ii ntimi ted legal temder and convertible into rupees. 
The fldnciaiiy ieeae was fixed at a maximum of Ks. 14 
oroTca, the limit for investment in British Govemmont 
eeonritics being Rs. 4 ctotes and the mat cf tlio invest' 
ment being in Govnmmcnt of India aecutitioe. The 
metalhu rcflotve might be kept in London or in India, in 
gold coin or bullion, qr in rupees of silver bullion, subjeot 
only to thy limitation that all rupee coins should be 
kept in India. 

(3) Sovemigiis and half-soveniigiiH were unlimited legal 
tender in India at tlie rate of Rs. in per Eovendgn. 

(4) As a matter of admiEiiEfxative praetme, the Govern- 
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ment uf bidiii wort? wiliiiig to gi™ sovoroigtL* for rafie» 
Bt Lluit mtc« but tbr prm^tioe mui ^metiuiss 

{5) As ^ umtter of prEtcticei tbe 

tJovnmment Tvwe b illing to sell mpsos or rupee ^unen^y^ 
payable in C»!i^utt4i or Bombay, ui e^oliArige for gold or 
BovoreigiiB or stotlmg tendered m LoU)Clot]ir at tbc msxi- 
tzimu rate -of 1^. 4j^d. per rupee. Tills kuawti m the 
aule of CoimoU IBiils, 

(H) As a miittor of atliuinktratiw pradiice, fJie 

CtoveiEiimeBt were wiUurg to aell gold or sovereigns or 
aterling, pavwbie m Loudon, in e^ehauge for rujicee 
tenclettd in CJcutto or Bombay, ot the fuinlmum rate 
of U. Sgrf. per rupee. Tlufl wua culled the of stetliug 

flrufta or Reverse Coimeibr because the object and 
procedure of such sate wag exactly the reverse of that 
of sale of Council Billfi. 

It will be okse^vfi^i that Nc»i. B anil ft wuro tlie vital 
pails of the ttiechaiiifiin of the Gold-Exohango standard, by 
which tlie local n:uiTfiuc3r and the Internationa] euimncy 
wem finely convertible into each other for remiitonce 
purposes at approximately fixed In otder to convert 

the Io«vl eimency into international currenoy, there wris 
one principal fumh tis., the Gold Standard Reserve, which 
was supplemented by that portion of the Paper Currency 
Reaen^e whioh was located in London and ako hy the 
Oxsli BalancoB of tlio Secretary of State for India, On 
the otlier Imud, in order to con%^rt the hiienuitiuiutl 
ciirmnoy into load currency, there were three correspond- 
itvg funds in India, the Rupee jioriion of the Gold 
Stimdard Reserve, the Indian jwrtioii of the Paper Cur¬ 
rency Reserve, and the Cash BaUinoea of the Govci^ment 
of India. And although this ciurency system was evolved^ 
tiQt ill obedienee to tire narrow and dogmatic doctrmee 
cmitncmteil by the i'qwier Committee but through gradual 
adi^ptation to cirmimstanres as they ftrose^ nearly all 
atudent^ of oorreney theory and history ore agreed liiat 
Gib ouirenoy cy^m, by iU ffexifaility and adaptabiliiyt 
hod well answered the needs of India^ and that it in 
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nwiny ikikjicciCk, a mootliuuiiiu llviu tJic ofUiOtlox l-J'pt'' 

of tlie golti Kliuulord whioh w*iii reixtnmiHiided Uy ti!i(! 
I'owbr Couuiuttce and ivhii.'lj wsia pepea+ttUy demnnfk'd 
by jiubllo optnion la India, 

In April, IttlS, a Roy&l Commisoion "wad appointed 
undm* tho Chiiiitiiatuthip of Austen CliaiubcflaJn to exntnlno 
tlie imcdiaiAqRi of indiiin cum^cy and oxchangc and to 
»uggi»t moasured for ite iniprovoinGiiL in their Report 
isiued in Ilebriwry, 1014, the ConmiiEsion geneiulLv np- 
proTud of the moasuroB inken by the GovemmEnt for 
^bilisiug the inpee-et&rling ratio W exchange, ftml luiule 
important rectuimiBndatjoiiB Tegaidiiig tile Tarioup lUspeclH 
of tlie use of gold currency, Uie minting of gold in India, 
iJio development of the note ia?iie, and the location and 
uloliaatien of the haknceo and the reserves. But before 
these recQintnendatiotis ooiild be coimdered and acted upon, 
the W nr broke out and threw tlie currency mcchaniflut 
one© again tiuo the melting-pot, 

The War and the breakdowii ol the KoM-eichange standorf,— 
Tho outbreak of the Wat in August, 1914, oauited a 
di$loont'ton of trade and iiidusti^’ and a temporary Jobs 
of oot^denoe. The exchange veaUciuxl i there was a demand 
for uithdra%val of savings Itanks deposits and encosbuienit 
of notes? ojid there was a nm on the Indian gold etocks. 
By prouipt action such as sale of Reverse Councile, an- 
uounceuieut' by the Government of thoir inlention to 
provide mlc quote and continuous remittaum facllltUjfe, and 
ready encasliuient of notes in gold and hi rupees, general 
confidence ivas soon restored. And noriunlcy was braiigJit 
about by lebruaiy. 1915, The currency tnecLanUm con- 
ttoiiod to functem smooGil3* till the aid of lOie, when 
difljcultics of on exceptional nature cropped up. 

On the one Jmnd, India’s heavy trade batanc© large 
disbursemcijte o,i of His Majesty^s Government and 
^rtaiii Domiiiioua ami Colonies, and the inahUity of 
foreign countries to liquidate Judin's trado balance in 
terms of preraouB metals caused an extraordinaiy' demand 
for rupee ciirreney, whicli was parthUly met by purohase 
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of idlver for coinagie to tihe extent of ^>38 miilion. ounces, 
infbitjon of paper ornreiicy almost to tilie point of incou- 
and otlier Bupplemi^nt^aiy deaigiiod to 

reduce itie oxtra-lcgal facilities for oiiciifiinncnt uf notes. 
Tile rest of tJie work!, toOr bought silver on ^ large BCitlo 
for comogc purposes. On the other hand^ world supply of 
silver fell hy some 50 miUiou uuiicea i>er anriiun by reason 
of jjolittca! iliBturbcinces in Mexico. The consequonoo was 
a rapid rise in tlie price of silver. The Idgheet price in 
1015 wu^ 27|fiH per ounce, Put it roi^e by stages to as 
tnui:h aa Trtii, per ounce on Deeembor 1*^ 10 It), it waa 
iu3pO{f4^ihle fiJiT tin: Secretoiy of State for India to sell Council 
Bilk at l^s. 4rf. per rupee without loss when the price of 
silver exceeded 43d. per ounee. To avoid this loss, theru' 
fore, the rate for Council Bills was ratoed from time to 
time according to the rise in the sterling price of silver 
till on Deoojiib&r 12^ tlie rate for Counoil Bills rose 
to 2^. 4 j:L per nipee. 

The^^ wa& thu:^ a departure from tlie Gold”Exchange 
iftaiidard, because eoniEiion No. m eta ted on page 22,"^ 
brokeu, and it- wa£ liroken not because thexe wa^t 
riifiiculty in giving gold or sterling for rupees, but 
liecau^ then* was difiioiiJty in giving rujwes in exchange 
for international curtenoy at fixed mtes. Further, to check 
the demand for Council Bilk and to mebiUae the exchange 
resources for financing essential expom* latge measures of 
excliaiige control were enforced. Moreover^ to at lengthen 
the Paper Curronoy Reserve and to supplement the supply 
of rupees, Government compulsorily acquired all gold 
imported into India and issued guld bullion^ 15'Tnpec gold 
medmrs aiul sovereigns t<i the extent of £1B miltiun. Antl^ 
finally^ to facilitate the isiEmG of sovetoignB, a bxiuiuli of 
t.lue Boyal Mint was established in Bombay in August, 
lUlSA " 

To examine the eituatiOTi brought about by the 
break-up of tbo gold-exchange etandaidt t!io Bjibington 
Smith Committee was appointoti m May, lOlfi. The main 
La^k. that waa laid on the Cciimnittoe was to suggest a 

^ nEi&i'n^o'ii Bmiih CamittiUct'it E^psti, pfirEl& 
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tat* of oxchungc b^Woon tlie nifice nntl gold trliitih oould 
bo Htabiii^ed witliouti pUdng ajty jtiimicml burdens oo tbs 
Cxcrveuitnent. Jt was ndmittodly a dinioudt feaak, bouaufo 
t!io futmo prioo of HiiTor in tcnus of gold wn^ UioniugliJy 
UJiwrbain. On tbe one hniid, it was poftAible tluit nitlj liip 
return of peaco, the supply of silver front Mexican laiitos 
woultl inereaso oiid Uiereby lend tn birer iis prit». On t he 
other IiBJMl, tlifire wm a probability ilmt Chinn and the 
O-b.A. tvotild cotititiuc to bo large buyeiB of sUver and 
tiifitoby tend to keep up it® price. Tito Comiuittoo, how- 
etTcr, rather rashly liiwaniied tluit silver woulii eontinue to 
Im? for eonu) time to (M>Tiae and put the Aiture piico 
at G2-ikL (gold) ounoe. On this n^umptioa wganlitig 
die future price of silver, the altecnativef; open to it for 
stabilising the oxchatige value of the rupee were tliree, 
(lamely. (o) to fix the rate of exchange at 2i). gitld so that 
the rupee might not bo externally over-vnlued, (6) to 
fix a lower rat© of e.vchangc and dehtk^ the rnpee, or 
(cj lio declare tlio notes inixtuverdhlo. It rightly rejootod 
1&) and (c), B3 elthtr of these measures was sure to shake 
public Confidence in the stability of tho omrcncy, speataUy 
under tlie peculiar oiroumat^TCcs of India. ConsieqoBntly, 
it reconiruended the first ahen]jUi%'o, viz., that tlw rupro 
Bhonld be stabilised at 2s. ^Id) or iis. 1& per sovereign. 

The 1930-21 episode.— The Reporli u signed on December 
I nlO, and issued in Fcbntaty. 1920. And the UoramiLteo’s 
re&roimendatioiHf were accepted fay thcSecretuiy of State for 
India, ^e piihUcfttion of the Report led to a l^n demand 
for remittances to London, imdiily on account t>f the foot 
that Eiijfiopvan bii^mei^niPiij whe* hivtl aecinoiilfit^ tlioir 
profito in India during and after the War, now saw a 
fevourabi© op(Jortuuity of remittUig their funds to Lonilon. 
By June, 1021, the trade bolottee becuiitL- mifavourerble. 
World pricee also begun to fall. Tl»e detuand for imports 
beotttue partieulorly strong, wliilo export® ehrank off. The 
wrubmed result of all these footore wm a pereisteiit demand 
or sterling drafts, wliieh the Government coutinueil to seQ 
at rat® rariguig from 2s, 3S|d. fsterilng; to 2s, lOfgd. 
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(gtefliiig}, TJie fttlempt to hiM tlie nxp^ at 2^. fgtild) wm 
not giiQuei^fiU, btKtaufi^ tlie market rmto of esuhniig^ 
Mliug fast. From June, *020, thetefore, tiw Goinmiiiient 
feried U) maintain the rup«e at 2*. ^•erling* Thia attempt, 
toOp failed^ ami abAndaued an September 1020. 
World |jficea mfitinued to fall, but it not po^ibb to 
debate Indian onrronoy to the neoessiiry extent, fro && 
lo tnftUse Imiiiui prices to fall pari with wmlil prioeSi 

becaui^e liieiTo -was a suacs^k>n of dcfloit hiwigets whioh 
wT&re Iiu^ely met by boirov^ing from tlxe Paper Ciirrajicy 
Department agaitu^ Treasufy BUlu. The result was a 
(rofstmitouB £ill in thci rate of exdmnget winch sunk to 
^ohl or Ij, ^^L sterling in July* IDSL The polioy 
of the Government was to allow the exahange largely to 
respond to world couditioiis so m not to rtistTirb unduly 
the Indian prioor structure. This might bo calle<l the policy 
of “fffixible” exohuiige, a policy whieh has been foUowed 
by England during the roctmt depre^un. By Juujuiity, 
lf)23, the tide definitely turned ajid exdiaiigo b^an to rise 
till it teoyhed the level of 1^. Id. gold or Ifl. Gti. ^itcrling 
in Octo^w>r, 15^24, From tiuit date to Juty, 1^120* the 
upwiu'd tencienc3^ of i\m exchange wtus kopt in check by 
iiT?e piircliases of Etterling,^ 

Thii ctittyticy epUodo of 1^20-21 has bocn a fnib|cct 
of controversy in Imlia. As alroady explained on page 22$* 
it out of the range of praetieal polities for tfio 

Goverumoni to resolve iho silver diJEtrulty by declaring 
the note iflsiie inoouvcrtible or by delmsing Lhe rupee. 
Kuvortluiie^, Ln view of the adaiittcd uneertainty about 
tlic futm^o price of silver and about the dollar-storling 
oxuhange ratoi it b argimblc that the Govemnient shouidl 
iiave waited for ibvelopments and allowed the exchanges 
to tokcr ijare of themselves till w'orld conditions ehow-od 
imrnp sigTES of i^tabitity. Bad the Committee and the 
(jovemmBnt kept an epen niind, it would not have Ijoen 
extroordijinrily difficult for them to foiefcee that Indhui 
exportfl Avere likely to fail off and impoii^ to rise mpi<lly 
in the near future, hecauee it vcm a known fact tliat then? 

^ Hfiporit ppun- S. 
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had b«en abnortnoJly lDT;gio cxpoi'tfi and abnormaily aipnH 
imports in thn precerlitig yealB, and that whUa itkc oulstde 
w orld tiad twcu overaiockod witU Indj&n goo<b, India Imd 
beon stort*ed of easeotial imports. It was lUso known itiat 
European c,>om}>anie8 in India had ticsumulated vast profits 
hi tli6 War period, which, ware waiting lo l» rernitt^d: 
abroad with the return of Tiormalcy. Hence it appeani that 
whiJe the Conmuttee rorJvoned at a liigh rate the proba- 
hUity of the price of s0ver ruling liigfa, it took little acoouut 
of the probability that it might Hdl or tJiat there might 
bo an adverse balance of trade and a strong demand for 
outward remittonoe of ftmds, It would, timrefbre, be a fair 
criiitiiam to say that, whoa the probabhity of esdiaiiga 
movwnejit In rither direction was equally strong, the imwt 
reasonable course of action for tJai Oomniittee to recommend 
nud for the Gocerniucnt to adopt woe to condnue the policy 
of fiesiible exchanges for a fimher period till tliinga began 
to take a more detinitcr shape than was Uie case in 


TT. Tjik lad. Ratio axd ti£e Ooi^d BuLniox SiiASDAiin: 

1&25^1 

The ratio contrOTeiay ol 1925-27.— England returned to the 
gold standard bi May, 1&2S. In tJie following August a 
Royal Cnmmhisioij was appointed under tlie ChaU-manohip 
of Edward Hilton roung to exatuinfr and report on the 
Indian exidiange system and currency and to make necessary 
recomniendatjone. The ComraiEsion's task was tlawfokl: 
(IJ to find out the apjirupriste rate for stabilisation of the 
cKchango; (2) to make rcoommendations regarding t|»o 
system of ouironcy and exoliongo, and (3) tfj recommetid 
BMjasurcs for the establishment of a Oeutral Bank as the 
correiicy authority of the country. 

,;ifl on previous oncositma. m 1925-29, too, the ap^wo' 
printe purity between the rupee and gold was the subject 
of a keen controvensy. The majority of the Commiiision 

* Rfpoft of CottunilM, num. 3J, tS, aih^ 5S ■ 

tn of fitA Coittfutoti&n on (^wrtneu 

mwf J-iflonec^ VoL III, p. +ig, nwnuQAitdEun by C, H, Kuch, iind ^poeiully 
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n'conimfiinled BtabiJjfration at I8rf. gt'ild, miunly on the 
ground that this Itiui boen the rfe fttcfo mt© for thfe 
proc-cding twolvo months, Jxule. 1025 to Jxm©, 1020, and 
tliai by the tnttcr dato Cndtan prices had bocotn© sub- 
BtanLially iidpi«te<J to world pritiea as well a® to intemol 
tvage'StmeitUB. ‘ The mnioiity of one, Sir PimaltotamthiA 
Thakurdaa, wiio represented the opiniun of ilie 
husinees conununtty, Iield thAi the IM. ratio hod been 
hmuglit atwut by deflation ftom July, 1024, to May, 1025, 
during which period the rupee price level fell from 176 to 
IfiO and the rate of exichonge rose from J&f, to I6fi. gold, 
and that, consequently, the rupee should he stabilised at 
l6rf., which had been the de facto and tte jure ratio for 
nearly twenty yoars, 1899-1917. lie also pointed out that 
during 1024—20 the Cgvommeiit had dcUl>eTate!y set out to 
contract. or at any rat© to prevent legitimate eKpiinataii of, 
Indian nurreiicy, whloh lind been responsible for th© sharp 
rise of oxchatige from 1to 18d. in the cotirse of a jisar,* 
TliCTo lie two questions tliat arise out of this 
controversy. First, would it Iiave Imjch appropriate for 
the CioveEnment to stabilise tho rupee at iGd, gold bi 
September, 1921, when tho Legtslattire oaked. ibr it? 
l$econd. when the rele\'nat eoononuc facts heoamo as they 
did in 1026-27. waa the iSd. ratio a proper one? Ifow, 
by September, lQ24f, tti© oidy important country tliat Lad 
st-HbillEOxl the exchange w'os Germany, while ail other 
countries, inchiding tiie Gnitod Kingdom, had yet to 
stabilise their exebonges. Consequently, in so far os the 
tjovemment of India refused to flx the legal gold parity 
in 1924, they acted wisely. But, according to the evidence 
recorder! by the Commiseion, the excihaugc value of the 
rupee had been fairly stable round Is. 3d. gold for a period 
of 18 moiitlia. December. 1932, to .lune, 1924.® JU^iwhile, 
stronuoiia eifortfl were 1>cing made by the GovErnment to 
contrjiot ouzeency so os to allow the lut© to rise. The rate 
rose to lud, gold in September, 1924, when the Legislative 

' iff tAn lioj/til CmtmjMion, op, dIl, parsi. )aa-93. 
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Afisembly foTBiull^' asked the CoTBrnment to statuiisb thib 
Fup<»B at tliat point. Sinoo tkero was ho other utiirntTy in 
the world that took gpeoial pains to raise tho esdiange 
rete ewn tlio pre-war pjirity, and sinoo the titmoat 

that waa deniaiKled hy iinantrial orthodoxy n'ae that the 
stabilisation lihonld be at tho pre-war gold imrity, tlw only 
reasonable course for the GoTeEameiit to fullow w^as to 
atbw tliB ratio to remiun at ia, -Id. gold, »s oertuinly it 
would liave reuiakied if they had desisted from uctivE 
measnmiS for praTcntiuii of legitimatfs currency expansion.^ 
What soeuts to have hapixjned is as fulbv^^; In Juno, 1U24, 
tlio pound sterling was at SS S per cent of the pro-war 
gold-i«irity. Having decided to raise the doilar-sterling 
rate to live pre-war gold-partty, the Eritish monetary 
authorities resorted to tt considerable doso of deflation. In 
consequence, the sterling price index fell from i63 in .Time, 
1924. to 140 in Foljruary, 1026, i.e., a fall of about 0 per 
cent. Tlie Indian authoritiea, too, probably in order lUit 
to be left behind their nvasters in the entjerprise of deflation, 
flliectcd 11 corresponding dellatiun in India. The InilJan 
price index mimber fuli from I7G to ti>7 (Calcutta index). 
».«„ by 11 per cent, and the mtc of exeltang© rose from 
U. 4d, to le. (Vi. gold, t.e,, by 12J per cent. If India had 
kept the rupee-gold purity at Ifk!., while England w«c 
raising the ittcrling-gold parity by deflation. Ihere wnnld 
hsTB been up fall of general index numbcis of prices ht 
India, and coueequeniJy no disturbance to ttre internal 
economic stability' that was l>eing pcinfolly attained since 
1921, Kor is there any gowl reosun to suppose that 
England's exports to India would have slurimk, tlicinby 
Increasing the deflationary burden on her industries, For 
the riaj in Hie sterling-gplii purity by somo 121 per cent 
W)vu accompanied by deflation end fall of sterling pricca, 
sti that the disadvantage of the i uglier gold-ratio would 
have Ixien largely covuiter-b<dBnceil by the advantage of 
lower prices in sa fur us the export trade was txmeemed. 
In this view tjf the matter, ono can Ufibeeitatingly atate 
that the Indian authorltios bad no ju^ilication whatsoever 

IXmiUr PiJi, dir, fitum. ffiv 


231 


MOSKF^UtY SYSTEM A?n> POLICY 

ftir cleSating the Indiaii curredcy tiuriiig this period ia 
order to vHise tiw ru|K?e-gold ratio from to iSd. Even 
grttiiting that the sfubwwiuetit deTOlopments in the Lheoiy 
and pnictiw of exchan^ and finmeuiy regulation oould not 
liavn hceu foTcsoon by ihenii it ivould tiC & just ecitiineni 
of their action to that there v,\\s abaolutflly no ground 
for ttieir going heyontl tim limit which waa then denuiiuled 
eran )»y the roost orthodox fiiianda] vJem}, naroety* that 
tititthiliaation eimuld he effected at or near the pre-war 
gold-parity. 

Wo should now turn to the podtioD in 1&2&-27, 
when the Roynl GommissUm reported and Iho Oovommetiti 
tegalijii«d the rupee-gold raldo at Ij. Od, By the date the 
f^mmisijion reported, namely, July I. tim I8(f. gold 

nktie IukI been stable for over a yanri **id by MaroU, lft27, 
when the Currency Act was passed, for over 2J montha. 
During this period, Government hwl. of course, tictively 
inten-enfid both to prevent a rise and a fikll of the ratio 
beyond the gold-pointa. Kevortheleafl. during this period, 
both world prices and Indian prices remained fairly stable. 
India's export trade conaidcrahly revived, arol general 
economic ocmflitions, on the whole, appeansd to l» fairly 
normal. Consoiiuenliy, though it "waa a wrong policy that 
had brought about the feels as they became in l02fl-27, 
there was nothing to bo gained nnd perhaiis aomothiiig to 
Im? IcBt by trying bo loAver the ratio of exchange to IGd., 
which would" liave caused an hifiniion and i»erJiiapft a 
diittlirbiiig booQilel- 

Gold bulliDD iferstis gold^exriunge aiaaiard-— regan^ the 
inechanismof currency and excliange, the CJonimiSKiun rejected 
both the sterling-exchange and gold-exchnn^ standards and 
recommended the adoption of the gold bullion gtand^ Their 
main ohicclioii to the eschtmgnstandard was that it was nob 
Biinpbaiid iiitelligibleto the goneral pubh'o, because the right 
tcr convert the internal token money into gold wrs too attract 
and because its tuediarusni was too refined and complicated. 
On the other band, according to the OoiUiiiiasion, the 
supreme merit of the gold bulhoii standard as agaiust 
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tha gold-oxdb^ge etandani vaa that tt tronld nnt only 
be EiUible, but eimpte ariii veitaiit ^vdl, becautw the right 
of couTertiug tlio token cuirency into gold would he bnacd 
upon law and not upon admiDiMrative discretion exprciDsc^i 
through a wlifife fiories of (jurabrous regulations and 
notifications. 

But tliis i.-omparisan 1jetw€«n the tetativo mmts of 
the two Kystema was an extremely «uperfieiaJ and diIh- 
leading one, ttcarcely worthy of an expert body like a 
Royal Corumie^on. Par reeent studies ba^'e shown that 
cii^ the pie-wfu' gold standard woe not so simple and 
automatic as it was tmagmed to be, London, and to a 
minor degree oilier important Qnancial centres, lied to 
“manage" the gold standard to a certain degree in order 
that it might fonctioii smoothly and beneficially. It Ln altio 
known to UB tiiat much tlmt a'Ua nimple, automatic and 
in the working of the gold iitandanl woe enme- 
tiinefl gravely liannfuJ to Bconomic stability, and that its 
awkward and disturbing eonjactpioDces had to be wardcil 
off by fiequent “management/' wliieh was neither simple 
nor intelligible. Moreover, under the gokl bultioii atandard, 
it wae provided that gold buUJoti would bo supplied In 
oxeiionge for legal tender token currency in quantities nut 
leas than tolaa and at prices to bo strictly detemunet! 
by tlte pofiition of tlio exeliatige lietween the gold points, 
so tlust tlio currency authority would be responsible for 
supplying gold bulliDii for monetaiy purposes alonG. 
Tliia system of convertibility, too, like that of the exchange 
standard, would be of direct cqnceni only to bankers and 
mercliMita connected with the financing of foreign trade, 
and intelligible to them, and not to the imimUated gouernl 
public, IVirtheruioie, under the gold buUion stunihud as 
actually adopted under the Ourreney Act of 1927, the 
ctureney authority waa laid under an obligatton to bny and 
sell gold or gold^exchange fit ojilion at statutory or notifieif 
prices. Consequently, there w^ little auhstantial difference 
l»otweo« thfr legal oliligation laid on the curmicy authority 
to buy and sell gold or goid-eseltotige at approsimately 
fixed prices niitl tlw Imbitual, though discretionary, policy 
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«f IjHving ™tid selUng gold or gotd^jxohanga tlmt ’t™® 
n<.T.n 4 iliv tollowL-il by tUe •.^nrmicy »utliority un<ier tbe 
©xclmi^e stwidartl, ComrtilBsitui knew, too* tliat the 
gold-excbango standard, with isornn minor roodiacAtions m 
pmetice and operated by a Central Bank, would be as 
Automatic as. and no more subjeet to ntmiipulfttion iluui, 
the system of tlue United States of Amfirica or Great 
Eritaiii/’* And. finally, it would be no coneluaive argrirocrtt 
for tlia rejocLiaii of the excliange etandard tlmt it iiwl 
broken down during and after tko aar, Por the gold staii- 
dttitl, toil, hrcfke down mitior the etrain of iihe World War 
and Again during the depm^on. And ex]ierienco baa 
abundantly shown that no cutttaicy atandanU however 
solid ite hasiB, can tom&in uiiaiiattewl, ti« loas intact, in. 
abnormal situations, national or international. Hero, too, 
theiofiire. it would be legitimate for one to suspect tliat the 
Hilton Young Goimnission liajd aliBady made up t.lieii mind in 
favour of the gold bullion standard which bad juat been 
introduce*! in Great Britain, and that, t:onseci^iitly, tliey 
wore unable to exainino tho question of tho Indian currency 
aysitem with an open mind. 


ITT Thb CrnttENCT PoEjny of Ijtdia ntmiifo Tnfi 
^VOBJaD Kco^o^c DePR^SSIOKj Ifi3l-3S 

The problBm of the standard and the ratio.— Whuii England 
left tiie ititcrnAt-ionalgoldstimdard in September, IB31,India 
followed suit and linked up iJie rupee with the pound ster¬ 
ling At ISd. undor Executivo Ordem. Criticism of the Govern¬ 
ment action hail centred mainly round three iwinte, ris., (o'} 
the Sterling link, (b) the ISi. ratio, and (cl Government non¬ 
intervention in regard to gold osporte on a lar^ scale. 

With regard to the standard, Ciovemment had three 
oitoriialives open to them, naiudy. (o) to keep to^ Urn 
gold sUmdard. (A) to remain on an independent et-animrd, 
and (c) to adopt the sterling link. Now, the Abanduninent 
of the gold standard was forced on tlte greater part of the 
world by large midadjustmentst in economio and financial 
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ntud t)ie Lii&tojfy oC tlu% tou^l yciiitA Ws 

ahowii, no isounltj" ^)ii1d r&uiatii oti tli# gpid oUndard 
ujite^ tt Imwl abnommlly bfge goM re^rTPii Ute tlio UiJJk. 
Evf*ii if Iciiiiii Iuk] remaiin^ on tho gold slxmdiird in 
Se|itetpbcr, 11»S1. it xKm si ^eadtion of a years Iwfi/re 
like Priiiii?e and utJiw gDld-bloc i:K>iintrieSj would Lure 
1 k^ forcsed to giv^^ it up, Agniia, as o debtor coimtry witJi 
Issjgff fnmLgc oliligatkine, with her esptirt trade ox^x>eed to 
variotifi trade bajTiot$t luid with no C^ntrai iiank^ it would 
Ita^Y^ beou uiifH^ible for Inrtia to Tumaiti on an iudepondf^nt. 
etandorc]^ And^ einoe the gold standard \md to bo nileil 
the only altetni^ktivcr loft to her was tl^e sterling SLaudurLl 
wLtb itit large ama^ whluh luu] the advantage of j^talnlisijig 
licr foreign obbgatlonB, a large port of her foreign trod^i 
and by far fclio greater se4Hion of hsr e-isrteriuil bonking aufl 
fiiiunoiaf <x)niifietkmfl. In any eaeo* her oimuat in^inct&Tu 
iidoptioxL of tho atorltng Uub iuia been abundantly juatifietl 
by iliB sub^f|ufiiu mvtma of evenL«s and ati#o by t.lio fact 
that the lunuageineiit of the steiJiiig atotidard has be^en tluj 
«mMuiTuiiug uifdisjjuo of t^killcd and mofieiory 

nianageuieni in modem times,, 

But t\u* acloptioa of tbe sterling link would not 
uetiesHarily mean the mamtenanee of the isd. ratio. It 
u indf^ teije that tile linhmg of iho rupee with tltc pound 
strrrling meant an autoniatio dopreemtiou of tbo ru^ m 
terroe gf guJii to the extent of over 30 per o&nt. It ui uIm 
true iluit the mi'iD kept her aterliug obiigutioiiSp ^hd 
Homo Ckfugos, tumkgjned in temia of rupees. Etit tin* very 
aignifiejanoo of abandonineut of tlie gold link lay hi 
tbo fact that thereby tbo countries ooneemed acquired 
tbe atitonuinoits pgwi?r to ininilato tlie intenmi economie 
structtiro againsi the dieuirbiiig id&cUi of extenuil euuiioinhj 
and flnimdul forces by tflexibhr pctritie# of exvlmugo so 
EwljusLed fiom time to tiiutf aa to itimn^rb tfe dioek of extemul 
toroes inure or lesa compkt^ly. Tliift i* hugely what Great 
Britain hcinwir iias been doing durii^ the lost eight y&are> 
and Fmiide since October. iys«. M Koynes baa oiplained' 
and as recent eufrency [loiicies elU tlus world over have 
diuwit, there is no hard and foat rule by wliich we wi 
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fiml out liic cquilihrium rate of exolmuge 1)et\vieon two or 
ttiore iMijJcr cuireiioy staiidiinis. It liiis to Iw (iisccrteioiJ 
tcntfttivoly fixim tiwie to time in the light of intenml c<wt- 
prite letiitiotiAi profitei mieitipluyoietit, mo-vesiients in the 
terme of ttnde ta relleetol in iho index numborB of export 
one! import priooii, tuthineo of trade, ttnd gold moTJements 
on txtide account.‘ Judged by these tests. *11 avuilabJe 
diita cjearly indiosto that the rupee was over-vaJiicd 
duimg the whole period of the depresaion: Tiius. taking 
to be the iiase year, while tlie lowest bwl of price 
index reacliod in England (t032) ahowwl a fall of 3li'3 per 
oont (tJiB £'o™<»»i8t index), the lowest level of wholesale 
price index reached in India (1933} showed it full of 40 per 
wilt (Galoutta mdoi). Again, -whereas by l&SB the whele!*ab 
prii* index m EngJ^id tecoveml to the extent of tthS 
per vent, the cotpesponding, figure for India was only 5' ». 
A similar huiiaatlan nf tlio over'S'altiation of the iujjc*!’ in 
relation to ooiumodities iB given by tJie %ure8 of iiggregat© 
profits of oertttin repretiwitativo industries. These aggrejpite 
profits foil from Rs 10*00 lakha in H>as to Tia. »,4fl laklia 
in 10*0, Rs. 4.110 laklia hi 1!J30, Rb. 2,00 laklis in I03l, 
wliioh was the low-wntcr mark and from w iiklt they slowly 
reoo\-ered to Ba. 3.G4 takhs in 1032. Rfi. 4.30 lakhs m 1033, 
Ita, 5,51 lakhs hi 1934, and Rs. 5,W> lakhs in 1035,* Again, 
like all other agrioultiinil coimtrieB, India aJao suffere*! 
from a wnisening of the terms of extemul trade. Itecanso 
tJte priced of her exports fell more heavily Ilian tlie prioea 
of uujmrts. For* between 1927-28 and 1933-34, while the 
index niembor of export prices fell by 4fr 5 per cent, that of 
itujMjjii pri<u 9 declined only to the extent of 34* 8 per cetiii 
though, it should be noted, this diBcrepanoy was uicreariijgly 
timTciwed down in tlie suixsoquent years,* This woraoning 
of the trams of trade was counteracted by moat agrioultural 
coimirieu such as Austraila, 3ftjw Zealiind. Brazil, Aigentiiie 
Hcpnhlie and Denmark by a depreciation of the exohniigo. 
There be little doubt that India, too, might have 

’ Kovit«, ''Tlio Fiiturt oi Ht® Feroign EbJuuisw,’' Am«1- 

MtmlA'u Hm-ient, (kiohor, 

* R,Art#ii< af Tmit o) India, IWO-Sh 1^*. l*-l^ 

»|», 22, 
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foUowcul such a course so as to foUeve acuto 
<ii£trG^ aniorig Jier «gri<jisltural population,* 

aoU aports. t^ic_h > caiises pM effects.—^-*1 tiiird [Kiiut of 
critioiiJm of tliK Governntent currency policy arises out 
of the Trapreoedentetl exports of gohi *0111 India euiro 
October. 1031, U has been catiuiated that freiu 140:i 
to 1031 India iilipoTted gold to the extent of loT " 
miliion ounces velued at Ra, POO i!roTC4< During liif 
^ years 1931-37, however, she exported gold to the 
extent (>f 33'4 mill io n otmccs valued at over Ks. itW 
crtiiefl. Tltat is to say, in sis years alone she exported 
liebnccn one-fourth and one-fifth of the entire stock of 
gold she luid patient-iy accumiilnted tluongh a period of 
43H juare.* And tliis was undoubtedly a startling stale 
of (iffliiis. 

This mutter of gold oxportfl Iiius been discuneed in 
the next following chapter of tide symposium by an oilier 
writer, who hugely attributes the export of gold to the 
rupee 41 lerliug link nod to the under-valuation of the rupee 
in tonus of sterling. That line of interpretation is partly 
right from the narrow technical point of view and would 
see m to be wipiKJirtwi by the figurea of pimshasinif'power 
parities based on wholesale ptico index numlters or oo&t of 
Living index mimbers. Thus, according to the calculationa 
tiuwJe in the fjeague 0 /A'a/tcwj' Btport m Commenml Banks, 
l0i!9-34. Table XV11, p. Isxiv, the extent of luidiDr- 
valudtion of the rupee in terms of sterling during IU31, 
11132. I1>33 and 1934- respectively, was lfr-31 per cent. lo-Of 
per coni, 1& 13 per cent and IS*23 per cent. And. according 
to the League’s Bliinetary Itevie.w for 1930-37, p, 38, the 
iiorivxrponding depreciation of the rupee in December. 1934, 
Deocinl>er, 1935, Deoember, 1930, and March, 1937, rWfpect- 
ively. was 23-43 per oont, 30-48 per cent, and 31-38 ]>cr 
cent. Acoording to the present writer’s calcnlatton, the 

* Of. l»S'i “TbD ftopeo-RaXMl ODOtjmvnisy," Um JUnfern Btxian, May, 

lasT. 

* Fi^umib tiJifflV rron) Kitrhm’d oiillhlW, Jltpart of ih* (Ithi 

^ Nationf, p. SO, «nd Ftport of lt« g aSwi* Bofit 
of Jndin 4i»J Finame^-r JWli5-3t, |>. 47 t 
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uinler-TBlttfttion liming the peritHl rangwi bchrcoa 10 and 

38 per com. ^ , 1 1 . ' 

Blit ilua vwivr of tho mattor iii 

Kevertil rtqjects and has been R>ie«tod by nmuy le«iding 
otwiiOMurtB. whose opltiion is very well espr^^ by 
Hflljerler when he says that ‘‘Mca^i^^r(anfint^^ of‘pnrcfaiiang- 
Twwer pjuity’ \^bs6 on comparisoos of prico lofimls or of 
chanaps in price leTtk in both coimlrica afiford only ve^ 
rough and nnioliable criteria of over - and under-vaiuotjon,’ * 
lloTBover, if undoT'Taliifltion in this ooutezt were the mam 
cause of gold e.’qwrt®, these wotiM liav© gene on inereasi^ 
VPor by vear iiwtead of decfeaaiiie as they have adradly 
done, W a (jomparlfioii of prices and costs of Jiving m 
l?iiglBiid and India shows a progresrive depreciation of tho 
mpw in ternifi of stsliDg ami gold. On the other hand, 
it ia wjtsn that tliete baa Ixscti a continuouB deehne m tlio 
o 3 spott (if gold with iniprovument in. tho balance of trade, 
ristj of priccfi, and ijarrowing down of tho diatsfepancy 
between import and export prices.® 

We are, tbsrefore, indined to explain the export of 
gold largely as follows T There was acute econoiuic disii^ 
among the peasants and amiindate due to dUnatrous fall 

oS agricultnral piiow* ^ **^*'8'* 7® 

form of gold lioarda being drawn upon on a hirga scale. 
But, (o) due to the ignorance of ilte villagers about tli« world 
priti of gold, (6) prasame of intensive propaganda on tUo 
part of bullion dealers in the upcountry centres causing 
quick dishoarding, and (c) distreas sale®,® the m^mal ittioo 
of gold at which it was tought by tfar btillion uBauaa was 
low as compared to the world price.* Consequently, the 
export of gold became highly profitable for ^ bvOhaii 
On UUi^ othep hand, as ecoiiomk gradu- 

ally improved due to the rise of prices and increase of 
export*, the distreee was mitigated, dishoarding of gold 


> n«b<n-lBr. PHMperihf ^ F,s» arASnn £cri«w itar 
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(kctined, thio disiiariiy Itctwe^n tlue iulenuU and cxteruul 
prices of gold became I«» and less, aud geld export begun 
to diminijsh, even thotigb the depreciation of the THt»e 
in terms of sterling and gold remained groat or kept on 
iuoreasiiig. TLie line of interpretation ia entirely in accord 
with the outstanding facta of world gold niovemenfs from 
the end of 1032 to Septembef, 1030. In tide period, largo 
ftinoimts of gold u’ere secuied by the D-S-A- tlie Unitetl 
Kingdom, Sweden, Norway, South Afiica, Portugal, Egypt, 
Finland and Belgium, w'hich liod adjusted llieir ctutencifis 
by devfllualioti or deprooiatiou, while cjonsitlorable quantitioa 
uere lost by the Netliorlanda, SwitBerlarid, Italy, and most 
heavily of »U by Frenoe, which were still on tlie gold 
standard and whidi, tbereibre, failed to devaluate or 
depreciate their cnnfenoieB.’i 

lu this view of the matter, the large exports of gold 
from India during Uie dcpieeslon must 1x3 regarded aa liaving 
been caused by acute ecotuamlo distress rather tlian by 
cxt^wnal undcr-vRluatbti of the mpeer. Moreover, gold ami 
land art! the two ibnua m which wealth Is stoi«d In Imlia, 
and thfy ate sold only in the last extremity of difi- 
tress, and not on account of the profit motive, though, of 
course, the profit motive stinmlated the bullion dealers to 
iBoIlect and export this gold on a large scale. This may tw 
restated in tedinical terms by saying that tlui rujuio was in¬ 
ternally over-valued in terms of geld and other commodities. 
It wa.** Uiis intomul over-valuation of tjjo rupee in tcrnui o! 
gold and conituodJlies, i.e., too low internal prices of gold 
ami commotUtiea, that enused the apparent external under - 
valuation of tlio rupee in tenua of the pound sterling. 
Uad a rise in Indian prices of gold and commodities been 
trrought about by a proper degree of inflation, the rupee's 
internal over-valuarion wotlld have been checked and its 
external under-valuation in tonus of gold and the pound 
sterling largely elLminated, and gold exports w'ould have 
boon minimised. 

But our cmiclusiou that the exports of gold were caused 
by tlie failure of the Covumment to niifie prices in India 

’ Viiio the J/oncairy pp. Ci’-OO. 
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(ioefs noi mean iimt (.lie cffcols of these exp<jrt* 
for Intlifl. For (lus-e gold exports cjmsed by low prujcs wore 
one of the mefins, thoueh eeirtainly nut the best m^ns. of 
relieiini; distiess and raaEing price levels and tlieirotay, 
tbouifh in n mmiilabont manner and with mi imnece^iuy 
time-lag, romoving the catwes of the exports. ^ tro ^vo 
on page 23^. during the penod go! 

cxiRutB amountod to 35'-t million fine ounces valued at over 
Rs '’ftS etores, which meanc a profit of about Rs- 9& oforfs 
over"tiie purchaso price. And this sum of Bs. iH> croroa wiia 
obtained hy the bullion deolora. ciportera. peasants and 
? 4 imuitiara between tbnm. Had tho people in distr^^no 
(told to isell at B profit, they would bovo been combed tp 
sell their lands, caitb and othei possesaiems at a loss «jid 
vould thus have been deprived of the very means of their 
livelihood- Bloreovcr, tho sile of gold meant eonvt^ion o 
deml Ofisetfl into purchoaing power or activ'e capital, whioh 
was invested in Treasury BUls, bank deposits and postal 
cath certificiitea and wldeh Bervod to bring down tbs rate 
of interest on gUt-^lgod eeeuiities and other long-tc^ 
investments and theieby stimulateil mdustrial oxp^ion 
and building activities on a largo ecale. It haa also helped 
Indift to reduce bar external debts to a eomsiderabk extent-, 
as shown hy the foUowTiig: During tlte period 1923-31, 
India’s balance of account was credited witii B«. 93 erot^, 
which Bii^t have been utilised to reduce her fijtmgu 
ohligarioos. But, inateod. aho bonowed Rs. 130 etores moro 
i,, order to buy gold worth Rs. 2£il 

hand, in the period 1031-34 elm hod an intenmtwufll del t 
burden of R-^. 10^ 

this debt but also redncei;! her external ohhg^ition by a 
further smeimt of croms, by expor^ gold to the 

value of Bs, 130 *WMS. It la estimated tliat daring I e 
ooriod l493-li*3J she imported gold to tlie ' 

SuSn ounces valued at Rs. 000 erotes. H she bad only eut 
down her gold imports by liaU, her entire external debt 
wouhl Imve been iriped off. and tlie greater of the 

^^draiij’* of wealth would have been elumnated- 
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Golil mpisrts aid goFemmflntal wsa 

nlfK* fiUj^gested iii eomo ciiiiirt«ra tliat tie Covemn^rait 
should hnvt? acqmrcd aU the goM t<i etwiigtlicH theii' 
le^fTesj. Vkh^t aottmUy luippencd tvAs that, the 
porters sold the gold abroad Eind obtained sterling fimcLi 
and seetiiitfes to the exteat of Ba. ^00 etoreB, The Gotcto- 
iTieni bfjught a large part of tJm sterling to meet t heir Enghdi 
cliarges. to extingtiiah dome part of trheir foreign debts, 
and to inoreaae their holdings of trterlijig sseuritiefi bom 
aboat Rs. eronea to Rs. IS etores. At the amic time, 
the gohl reserves were atrengtheaed by acquinition of gold 
iratiicfl at Qvor Zfi orores in Indi a. Hail the Govemiaetit 
Hequirei] sU the gold, the result would have lieen, on the 
one Itinui, that tlie entire note ifisne would have i>cen 
covered cent per cent by gold (fis. cErorea), and* on Uio 
other, that there T^oald have been sale of Rs, 102 croresa 
worth of sterling and rupee aecoritics &om the reserves, * 
In view of the uncertainty of the future prke of gold nnti 
of the gold ^taniiaiti^ this conr&e of aotion would have been 
apeoulativo iu the highest degree, and would have entailed 
tlie lo$a of revenue derived the Bccuritics. It into 
dial both the U-S A. and the United Kingdom liavo aoeuniu- 
Luted Luge gold reserves at high costa during the depref^oii. 
But nil students of recent monetary oondiiioud knovv thut 
it Ims now become a grave problem for these two countries 
Ut deolde wimi ahould be done with these costly gold stoeka. 
Moreover, should there be a genera! return to the iiiter- 
iiuitujiuii ^sitU ^4fntliird:, atiil should India then decide to 
iviplaee the BecuritEe^ by gold, it would be the easiest thing 
for her to convert the sterling seenrities into gold, 

Purtherp the accumulatjou of unwanted gold stocks 
in the United Eingdomp the U5A, and to a certain eictent 
in France octuaDy mesnft tliat these throe wealthy nationa 
are at puseut carrying the burden and the mks of world'u 
gotdp and that they ivill ultunately ha™ to part w^th thmr 
surplus geld stocks so as to facilitate a fetum to the gold 

* Fur *1-* E^purts */ to 

mnd Ef^pon i>/f4c Bank Indifi ow C-urfmc^ anti JVikiW* 

oiwi j&aa^cT. 
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standard, Mureorer. as have already [.tointed out, tba 
s irilf iil managainent the pound atorlbig and the holding 
of large gold stooha in. the United lUngduiii ttave so 
streiigtlionod the position of the ponud atiorliiig tJiat, as 
intematioual outrenoy it comiiumds a prestige wUiuk is 
at teast 9 s high as that of gold. And, fiiinUyi sittco, fur 
|K>litical, iinanoial and puychological reiuons, tlis United 
Kingdom and the U.S.A. ate not only the lioldeis i)f tlio 
greater part of tho surplus gold reserves of the vrarld but 
also the two outataiiding buyers of gold, and ainw Uia 
pTx>duiTtioit of now goltl lias mcreased enormously in recent 
yeaiw under the stintulaa of high priee* the future price of 
gold will largely depCJld upon tire deciaioiis of tlteae two 
oountwea: If tlicy can oautinne their present exponsivo 
policies, its juice wiil. oantinue'higli; hut if tliey give uj^ 
tiic policy of buying unwimterl gold, its price will appreciably 
fall. It would,'therefore, appoar that t!ie policy tliat liaa 
been aotually followed hy the Governnmut of India with 
regaril to goid Las been tlte wisest under the cifOumBtanocs 
of the case. 

A second suggestion which originated from the rejue- 
f^entaLivea of Indian Coiumeroe wok that a duty aliould 
he levied on gold eiporta. This suggestion also waa turned 
down by tlie Govemmejit of India on the ground that it 
would uitiiuately fall on ths scltew of gold, who as a rule 
were poor peisons with small utoobB of gold- Most q 1 tliia 
gold was bought and hoarded by people of Europe nr hy 
European Central Banlui which converted foreign exchaiigo 
reserves into gold duo to Liofc of eonfidcuce in the stability 
(if currencies, Cojascijuciitly, the demand for this gold on 
the part of tho \\'estam countries was largely inelastic. 
'l!hat Iteing so, tlio foreignore would have home a part of 
the duty. The rest of the duty' would havo been shared 
between the csjiortcrH, upcouiitry diatresiB selleia and suh- 
Btantial invetitmont sehere. And in so Car as the *' the tiiEtTOi»« 
sellers" wttw coneemM, their supply was inelastic, and 
haigjdiiiug position weak ns Agahtet bnllioti denicrs, and, 
thoi-cfore, they would have probably Iwitie a part, fjerhaps 
A large part, of the duty. In tliis view of the matter, there- 
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ibre, t he GoTcmtiXtiiit were juetifiod tt» a certain eit&Tit in 
lefusing to levj' an oiport fluty un gold.* 

PostSTOpt. July 3E 1B38.—The problem of the eti^Ubriitm 
reiio between the pound eterling ntid. the rupee is still an 
Touiolvctl one. Due to the weakness of the export trade, 
the mpcc weakened towarfa the Jower esulumge point of 
Is. aJId. from April, 1933, onwardfl. lUid the demand for 
devnhiation of the mpea was revivud. Early in May the 
Freiiefi franc iraa again doTulued to 17S franc# to the poiiml 
sterlmg, and the demfind for the devaluation of Die 
became stronger. Tlio Working Oonumttee of the Indian 
National Congmsa, whieh is the greatest political party in 
the country and which controls the Government in seven 
out of the ekvfai Provinces, at their meeting held in Bombay, 
declared iiiat tho rupee sliould bo devalued lind tiiat all 
preEsnre Ehonlcl lie put upon the Govemment of India to 
dpvidue the mpee. Early in June, the Government of 
India issued a coffJflitfniyitc to the effect that they wore 
not going to alter tin? vupec-tutio and that they had ample 
rcBonroes to defend the rupee. But. since Indian jnie^ 
are ft i fU for lowfjr than those of other oonutries of tius world, 
[fir.i»^liig agricultural oonntries like Auetraiia, Canada. 
Argentine Republic, since the disti-ess caused among the 
(luflsante by abnormally low prices of staple cfopa is still 
Koute, Hinoe tlie eost^priw disequilibrium stm continues and 
recently Jed to a series of wiclo-spreod mdufitrinl strikes 
threnghont India, and since the Provincial Govenmiente 
are still hovering anxiously and fearfully on the brink of 
financial dfrequilibrium and ate faced with the iiudesitsiblo 
and unpopular alternatives of retnmchnient or taxntion, 
both of which are doubtful remedies of the eojisetnicfnces 
of a prolonged depreadon, the present writer Imlds that 
then} is a jurium ftmt case for devaluation of the rupee 
arid tliat it bi inettinbeut upon the Government of India 
to have tbc matter thoroughly mvwligntcd by a IhkIv 
of experts. upcciuHy beeanee their currency policy in the 

* Cf. J. C. Snha, “OnEnmiiy Evsiit# diiria^ Uiv ZJcjitfwbij." CotsttUu 

ttliil Febrmjyj. 19^iS. 
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pest has been deswr¥eiily aobject^d lo strong public 
uxiticisin. 


IV, The PtrrrttE of Tkiuak CHimEBCisr 

Ttada cycle and monetary pdicy.—D i« lM-ir.g mcreos- 
ijiglv rocognised in theoiy and practice thftt uHMwy plays an 
iniportant part in the getiEsU ami development ol those 
cycles of booms and depressioms wUoh oo^titute one of 
tiic tttftiof eceraornio problems of modem times. And tho 
tlieory of monetary management, tested by practical esperi' 
iimiitg in recent decades, and specially during the po«t*war 
reoomsl ruuti£>n ^igain during tlic depreesior 4 has 
arrived at a stage nlieu it b pusBiblo to sketch out the 
main nutlma of an ideal maaoHufj^ system in the ekoum- 
staiices of the posl-irar world. 

Now theto is a large mosanns of agreement among 
aU schools of economic thought that the main objecriTO 
of monetary policy should bo to mitigaie. lUid if possihlo 
to elinuimte, tnulc qyoles by appropriate negulutiDn of the 
monetary meohaiiusm. It is olao gonurally agreed that m a 
slump the best cwrcctivBS are a cheap money policy 
operated ihrwugh the bank mte, open market imrctiase of 
seourities and a publtn works programme. But there is 
a fundamental diveigence of opinion among two Icsfling 
adioola of thought as to the moat appropriate policy m a 
boom ; One sehool. represeuted, among pthem, by Itoym 
iitifl Lionel Robbins, suggests that dear money polioy is 
the best cure for a boom.* The other school, of whmiL the 
leading exponent Keynes, thinks that a deiir money 
polioy not only cliecka the expamuon of certain mdustnee 
beyoiici the llmite of safety, but also prevents the f^r 
developniant of other indiistrica m well; and that, more¬ 
over. dear money soon produces a state of pesfumiam among 
the entrepreneurs and thereby not only checks furtber 
devulopment hut also causes the ooUapse of the uTioIp 
stnioturo, and thus swings back the economic system froin 

May* 
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ihii higlmr plaiip uf fuller activity and employiucut to tho 
tower plan of stagnation and micmploj^eut, viith diaafltroufi 
coinsoqucHces t-o the societyJ Keynes, therefore, rightly 
augge^nj that even in a boom a eheap money policy ehouid 
be cuntiniicd, but that such a policy dvuuld l>c coupkd 
with a large mcaaure of State control over investments ao 
OH to check iiniiue or diaproportiemate development of 
eertain industries making production goods p steel and 
engineering industries, the mstmttients of control being 
high taxes on Stock Exchange transfers of stocks and shoiea 
and discrinmiato Tationing of credit.* 

ObjectiiTs of monetary policy.—But monetary pohoy ahoulrt 
not stop ttt merely mitigaling boome and depresaiotu^. Ifca 
ultmmto aim should be to help in olhninat-jiig trade cycles 
alfcogeliujr. Monctajy faclom alone, of are- not the 

only oau^ of the trade cycle* Tliere am obtain 
Jlawii in the oieclianifuii of the individnoliatic and compotitive 
i3<Junoitii6 in which ignorance, gamhling and niasB 

hysteria also play a deebivo role and whioh con |H?rhaiis 
be remedied hy a litrge measure of State regulation and 
wntrol of investment activities.* But those iinponderablofi 
in the operation of the economic system can also be partly 
overcome by monetarj* policy. 

Now, in this connection, it has been itnggested that 
ft policy of ^abte prices with money in comes fiuctuatiiig 
directly with productivity or a policy of constant moruiy 
incomes vritli priocB fluotuating m^'orsidy with produotivity 
would ficn'e to remove thcMe tmeeriointies regarding the 
prospects of profitSp tho^ rlisparitles between production 
and consumption I and nlj^o those arhitmry changes hi tlio 
price-hicome airucture, which aro some of the root causes 
of trade cycles^ * A policy of constant money income will 

* Vide Keyrus, |pp, 

TAt Timw. Janniwy U. m 

Mldfl Oewml Thmy, p. lU. Aim tX, Dcf, "Tbp Biltn a! 

Ekfaiu^lmy titul tV^Uim m Trmii^ Cjckg," ih^ IMUm Journal 

vj Aprilp 

* V''Jd& Kciveus. Omcml 

by "'^rWnat, Mtir. 


2iT—7i4, iLn.d. ’nijcpichS 

and CriB^, cm. TS-tS. 
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aic^an iKat tho supply of motley 0 !^ jihniild be com'tiiiit over 
short periods and should only ixu-rease with the dow iuMnae 
of poynlatioD and othor pjoductiV© laotorEi over long 
periodB, lliis, in brief, is the substance of what Hayek 
meaiis by “neutral monoy/' A policy of constant price 
bvols, on Ihe oUicr kand. will mean that monoy incume 
^loutd rise and fall with mcteaK or decrease of productivity* 
and will, thetefote, demand that tho supply of money 
should vary accordingly. And this, in essence, ia tlie modem 
doctrine of *'ebatic money/'' which h favoured by PisliETp 
K©™k?, and their followers. Either the one ctr the other 
policy having been chosen (and each has its advantages 
over tire other), it wil! not Ije exceedingly difliciilt to prepiiTc 
appropriate index numbers for mcaanring changes in the 
productiTO eiiiidfincy of tlio foefors, 

Tlicre is also a Imge meaeme of agreemotit that a 
secomlary objective of monetary pobey should bo to keep 
the linctmtions of the foreign exdiangod wlthiu cert4im 
limits so as to promote intcsnmtionnl trade and mvestmentH. 
It must, however, be noted that national monetary^ 
tnont on the lines discussed alKJ ve is incompatible with rigid 
parities of exchange the case with the jire-ivar gold 

ai aridiir d The scrious defects in the working of tlie rigid 
gold standard as diseovered in tli* poet-war period at 
great cost, <m the one hand, and the groat success of the 
experiment of national nuonetAry nuuiagonicnt liuring the 
on the other, make it highly probablo tliat, 
ovon if the wnrltl ictumi^ a gold stanilnrii in the ftituro, 
it would be a gold stsndard wdth mtlmr wide gold jmhita 
and with parities adjusted from time to tune in tlm light 
of changing iiitemad conditions in each country.^ 

Gold reserves and thrir fuactlans.— Now^ whether India adopts 
a modiEed form of gold standard or not, she will luivo to keep 
large gold and foreign cxcliange reserves for the purijose of 
meeting intemAtiDnal obligaiioti^ and to smooth out the Iluc- 

* LI, Kciyn^* "TSji? Faluru cif llw ^cktc^^ Ercluitfigra,"* cit,: 

Oi!t«h@r 24, ortii'-fe Oil “ f^ritbh IVfaiwuury Policy 

Hid '^VVotld'^ Ommmy Dikinma/^ the Modtrn 

1 ^ 37 . 
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Kusiiuaa of furoigii exiiuMigts duo toseu&otti*] VATiation/j iu the 
11i}wufimiK>i’t.an(] exjvjrt trutfi.'. Thk.iDdeed, riglitlytho 
mojntib^irtiire forwhidigold Jindst«r{iiigoxohaugoTe!sorvi»>uf 
India woro ntaintAinod in tbo po^. The Bize &f tliiss roeer'rca 
must he detemiiiiod lurgeJy uitb rofeoence to the oatimatect 
mrixnunm [xtssiblc anumnti of her mtoruAtiomt debit 
iiccount. I« teeent months the gold reservo hs£ been kept 
steadily at Rs, 44-42 orores at staiutoity prices and etetllng 
tasorvos betti'Oen Be. 05 and SO crores at market prices. 
If tho gold r^rves an? rovalued. at present market priras, 
t hey would go up to shout Rs, 75 crores, whlcb together 
with the sterluig reserves, slioidil be cujBidetit for all normal 
peat*.time retpuromcnlA, But, over and above this. Indb 
should gnuliudly IjuiU up an eiuergancy gold reserve aa r 
B ort of u'sr clicBt tu meet war-time rcrpiuements, and its 
(dm ^llOllld be rletemiinod from time to lime in the light of 
various war ruiks and with miemnoe to the ajnotmt of 
premium which the f^egislatun} Is propared to contribute 
towards inHuiunoo against those rLsks. 

Stieondiy, aim* tlu? preaent-day regulstious of the gold 
fMOTTBs iu India as in the rest of the world with lulcrenco 
In the amount of the note issue lisve become tlicuouglilv' 
meaniugh'sa cm account of the abolitjon of intenud drcul^ 
tioii of gold coins, the only regulation that is celhj<i tor is 
to lay down the niarimum tor tho note issue from timo to 
time “(lot. as hlthcrtOi with refersnoe to the gold reserves 
o f tlie Cent rat Bank cither on ilu? propartimiolity principle 
or on tiio liicd dduciary i£sue prindple, but with tetoiunce 
to the policy of mtornal eemiumic sUbiUty as explained on 
pages 244^0, tc^eljasr with a smaij hut safe matgin for 
abnonaa] fluctuatioufi of demand for cuircncy.i 

Tliirdly, Bint*, with tiie ttwtoTation of a ileiible form 
of interiuitlonni gold sinudard, exchange polities tvith fairly 
wide gold points wUl have to be mointauicd, it will bo 
iiev^aty h't iho tiowirmumt to buy and soil gold builiDu ami 
toftiigu exchange witlun those gold points evithout limj t, 
Oonwifpumtly. there sluiuid be only tliis limited degw* of 

^ Fw titn psp* 3l5-^fl, I iin linloblci te Kr.™. 

TfffitM VoL lip pp, 27S-7rt. ^ 
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tcgttJ conTertibility of intenial cmT&JiE?:y into gold, but at 
j}tjc«r§ flucriuaiiag witfim gold pc»in[>»^ whicii tlieniBelvea mruuld 
tuB sLIfting up aotl di^vni nt fairly long intorrals in rf^pouso 
to changfrs in internal moae-twy pciUcies of diflhront cotmt-rie^. 
But tliifi oliHgation in respect of cojivortibiJity of the intefniU 
cmTpJicyj it ahould be noted, would not involve Any OiianciHi 
liability or any special r^gnlatioiia regarding gold or foreign 
exchange reBcrvie^p because the Reserve Bank w-onld only 
buy mid bell gold at nmrkcii prices widdh should include 
t!ie cost of fomittanee way^ as wna recommended by 
tho Hilton Voiuig Ooimnis^ion,^ IF* ottr and abovB this 
degree of legal convertibiiity of legal tender token menoy 
mto gold or foreign c^eluiijgo, we maintain the pn^nt- 
fttciiities for siipplying that form of token monoyi rupeo 
or notes, which is demanded by the publie^ wo should Imvo 
fully met all the pmctitial requiremeutfi of a good, curmney 
system. 

Problem of credit coatroL—But mnnetary control in a modem 
oommimity mmns Ihe rcgtdtttion of both paper money and 
Iwwik lUDJiey (t.e.r Issjik loans leaiUiig to Ihe ercation of de* 
withfbrawable by niejms of cliequee). CoiMcqnently, it- 
will also be ncct?ssary to bring all the commeroLal biuiks with¬ 
in tlin regnLative sphere of tho Reserve TJ^utk, This baa lM!en 
ihnie with regEird to the moiB unportant bankA.coiJec] scheduled 
Imnks, which control the bulk of the oommerclal hiuikirig 
opemtioDs of the country. Iinibcrt fcho Indian Companies 
Act^ Part XA, has jireivided for a niinimum amount of 
bin king regulation with regard to the smaller bauklng 
com panics* which is calculated to hriiig tbffni within the 
control of the schedule banks and thereby link them up 
with the Oontxai bankiog jnachitMuy. But a large numlKsr 
of indjgcnoup bankers and money-hmdem^ wiuo supply » 
great part of tlie cmiit nceihi of the comitty, are atUi 
without any legal links uiih tile oentral iMuiking machineiiy. 
Tla' neces^iary degree of mtegration of tli* bonking structure* 
}uiUT:ver* reynlrcs that tticso latWr also tdioulrl bo tcguhited 
tin lines simiLiir to tliodc that liavc been adopted with 
lYida ptm. at. 
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regard to fninking companfeap namdy, jiiMmum capital, 
regbtnition and iiocusing, Bubmiasion of momJjJy uccoimtg 
to the [ie^rve B^k oi tlm Goremiiieutj and minimum 
percentage of enaU ugainirt liepoaita,^ 

These bankuig regnlationi^j btuwd on Ltnr^ Bhonid he 
mcHlifiahle from time to time at ihs dkoi^tion of tlie Re^^erve 
Bankp whiolt aJiould be the be&t }udge of whether a par^ 
rieulttT eineigeney or an abnfmnai riituaticin would require 
fi HtiSeiung or mkscation of oredit in diSkent part^ of tlio 
banking BVatem. Thus, for tuu^Uvnee^ the oocurrenoe of a 
famine may require that cheap and abundant credit aheuhi 
be supplied to the agriculturists so ag to enable them io 
rcistart agricuituml operaiiona or the outhre^vk of a panic 
may laill for a loweriug of the reaenro ratjo^^ Alt-eniaiiTely * 
again, the sudden outburst of a general apceulaldve mania 
may need to he eurb<?d by a stiffer coiitiol. sint’e 

(MUJ of the normal ingtrumente of centml banking control 
ifl an effeofjvo Bank R^te^ it ie urocs^y that a dhoount 
market idiould be developed by the Reseir© Bank on the 
knew recommended by the tJcntral Bonking Enquiry Com¬ 
mittee * that the efli^iblbhment of all the important organs 
of a modem discount marlcet such as acceptance lirms ami 
diBC4)unt botij^ and iJoenBed ahould be activelv 

encouraged by the Govemment and the banks, and that 
the machinery of marketing should be- adapted to the 
mciuiremcniB of conunercioJ bankings 

We shall now conotuclo hy iginting that, If India 
reH>rietitttrtcs her tnonetary pohey and rerconstmote the 
mechanhnn of her uuuiey luid credit on tli© lines flkcu^sod 
in the foregohig paragraphs, it can be expected that; aha 
will have made the aeaneet approimh to the attainment of 
til at. idc^il form of money which modern moneioiy theoiy 
suggests and recent monetary experience indicates, 

* Alrti;> ™a tKo Suai^artf Jiepm e-/ lA« ifeBars rnmk ^ India OH Afiti* 
6u?fH^ Cndit, pAfftiL, IJ, 24^ 3t-|C, Had 43-^7, 

” VskU CIvkpiL sc BJld 21* 
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THE RDPEE^TEIiLIKG RATIO AXlJ THE 
EXPORTS OF GOLD 

Bv B. R. SHEMoy, M.A., M.Sc. fEcoK.) 

ALTnoron Toilis iuul ceased her kabHual imporls of 
gold mid Uad Ue^uu exporting it uu balaujce Kinee June. 
Ifl31, tliesc exports middcnly inaresseci m volume and 
velocity 'witk Great Bfitaio’s dcpoitiue from tlie gold 
standard b September, IftSl* On oocasiona, they even 
exceeded the output of the luinca of South Africa. During 
the seven years preceding April, Ia3», their vidne totalled 
about 314'eruiuE (37 million dne ounces). 

The controversy.-^To tho world at large, it was a aouice of 
sotne autiaiaction that tlie traditional sink of gold had sur¬ 
rendered an appreciabb port of her hoards. ^ W tihin the coim- 
try, however, the phenumcnon became the subject of a great 
eontroveiay. On the one hand, tlie GoveitimGnt emphatically 
asserted that the free and iinreatriotod outUow of gold was 
in the best mterests of Iiidia, In his budget speech of 
March. 1032, Sir George Schuster, for instance, observed: 
“ , , , we arc absolutely certain that in the present eircum- 
atanoea the best mtorests of India are hemg served by 
allowing free movement of gold to (x>ntEnue, , , ft 
is being maintained equally strongly by the public generally, 
on the other liand, that the exjiorte of gold are in the 
hi^iest degree injuriou 9 to the people and that Government 
should take tDeasurus to prevent tho outflow and buy the 
gold Ihoniselves, somewhat in the manner the United 

‘ Thd (TontroUer of Cbrrewy boe iHitniaAt«(l ittat by April, tO^. wjHinjii. 
nuldy cqqt ■?! tbs gold impovtsd Siam ]S2U-^t had tlia 

cdtmtTy. IwtL 
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States Oovertimont tlid> later, vi^hcjj th^y nbaarli>nod gold. 
The FoderatiLkn at the liiiliiin CliamtieEs of (Commerce find 
-industry gave cuyaialll^od. expncsfision to tliift vi^vr wiicn 
they nesolTed on Majrtili 1&32:— 

TJio Fcderfttbn viewa irith grave eoncem the oou- 
tinuous md heavy export of gold from India . . . 
and strongly nrgea U{)Oii the Government of Indln 
the dc^siiabiljfy of placing an immediate cmbnigo 
on tlie export of gold from India, ofi such a heavy 
and conttnuons drain of the preoioua metal ^iU 
aeriouHly etnlangor Indians fiittixe jxionetaLry reeon'- 
tftruction. 

(ij The Fedemibn furUier urges on Government ihe 
necea&ity of puroltafjing gold m the opeo market at 
a priue fixed o-u the bo^ia of day-to-diiy mling 
mte. . . 

So keenly did a section of opinion in the oountty led on 
the subject tlmt* seehig that the Exeeuiive Mm s^ainst them 
and the Logislaiiire beyond their eootrol or pou ericas to 
asaifit them, tliey dmw upon tlie technique of S^jUytxgruha 
(passive resistanea) to provcoi t tlie slupping of gold from itio 
oomiLry! But with the Polioe and the ec'ouunde foreea 
ranged againgt them, Ehetj^ attemph^ resulted in little mure 
tlmn tiatfiv congestion. 

It is worth white, therefore, making an endcavoiif to 
clear the v^iioa involved. But shuli confine oumilves 
only to the more unportaot among them. First, how uTere 
the export s of gold rektod to the eontinuauce of the rujjee- 
sterling link at ISd. steriing a rupee T Secondt it the 
rupee^storlmg link had been almntfoned, on Great Britain's* 
departure from the gohi atnndardp would the gold and the 
excliitnge values of tim rupee hare been above or below 
that of ZSd. sterling? Tldid, in the light of the answeni 
to ihe:!^ questiuiis, irJiut would have been the best policy 
lo adopt in the interests of tlm country i While consldamig 
theso qnc^tfotis^ Me shall examine the policy actually 
pursued by the Oovernmeut. 


251 


TiiE RUPEE-«TE1%LLKG RATIO 

On tlic mambig at Suptcmbei 21^ IftSl (SJO 
Goveimjii2Jit Ilf IndlA reuicivDrd inr^nuftikui lirom lit© 
Se>ftfctj*ry of State tliat His Jifajesty's GoveTimient in 
Hritaiii luid di^cicled to sti,sp6Tid tbo gold FtandaTtL* 
Per]ia[k? the ftJso L^ontaiiiod iniftmctions to 

tftlfe mea^urt^g for ivbiLfidoning the st^iKlnrd in Indm hs 
wel!. Forthwith, tlie ilovcraor-General* by Ordinance* 
Jtuspended (before 10 a.m.)* Section 5“ of the Indian 
Ourrency Aet^ 1027.* By order of Ihs GoveixuneDt all 
banks in India were dosed for three days, from September 
22 to September 25. 10317 Tim gax-e titno to the 
Crovorament to study the sitnatiou, to eouupuuieate witii 
their priudpfds in Loiuien and formulate tho iletails of 
poUey. M tlie time it wus perhaps not clear to theca 
whether it wa^ the mpee or sterling that would have, a 
li^lier gold Talue. But the experts of tho Govemment 
must have fully deliberated upon all aspects of the 
situatioii- 

Faper Eicbaage StnndauL—The contintuinco of tlie nipee- 
i^terlitig link after the abaridonmenti of gold by s-terlirig 
amounted to fixing the exelmnge value of the rupee in terms 
of the ]>ftpcr currency of a foreign ooiintry. Hiat h to Huy. 

' Sir aaSimter'ii spoecU bi tlm LegiiilJili w Ajsseiiilily on SL'p^onibef 

2lp Debau^ V^Cilp 14^ p, 

* Airport of i9uf if 0 tUr 1 ^ikr of Ctarmy^ l63J-3f, p, 11. 

* Orditiimix’' Vh 11131 4 ^ Indio Snatoaiter 21 , 

tmi}j 

* Bir Scliufftnrr a loo, 

*^!lsioii S ol iJ^ Act di»wci: llw pLupoee of iJ«tefrnicufig 

ifw Dquivolntit miD ap^UcdblcF to thj3 Hflk^ oS. tiUuiiijg under t\uA E«ri]nzi^ 
t^uity-uuuii tlitve ohiuia and pZ-H hJlbU &b dixmni tn te ttw 

ocpiivakriit to Bfunit sttui in (sterling bk tt raqisiftKl to p^trchw one tola 
of ilun ^U\ m Loniiou itl thn mlo lU wrlibh tho Baiik of ^u^Lniiil ib boiuid 
by Inw lo gimg stftrJillg in ^uthangfi for ^old aft4!T thfimfmm irf 

in maount K|ireeenl4cig tlw noAiaAl e«t p#r tola ol tnnsFoTring goJJ 
bdiUJon m bkiCk fioni Bombay to Lundon tiuhludmg iniEtiaifL an ita.valiio 
ifunng tnmflit7 

* TiM> aald Standard fAmmailnMfitJ Act, BUEponding Subsoctkxn 2 of 

SfHlioti I of tbo CloU Stamlanl Aot. I92u^ ^hith mulA J£ obligatcty oa 
iho part oE Ulo Bank of Eni^Lmd to boU gnM nti a ^xcd mto npnelfiod 
iLnrcIn^ inaWYor^ i?anhl ^tot pawi tkinauglk aU ita imiil 

tufi in tlm erimifig lliat tUy (about 11 p.m.}. Thus, loghltyi Mm mpoa 
mtjt tM ^oM avoa oarher |hmi t atMlin^f to la»p waiting forr thn iirriviu of 
lia mimtor. 

^ Tim bonld Lx Groat l^tniR were not okKUHl diiHug tho ctma. OiJy 
Mm ScoekL ntw clotc^h cm SeptemlMT 21. 1U3L 
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it pbKsoii ilMr rii|^ MJi a PajK^r Eiciluuige SUmlKnl. Btii, 
M foniieriy, t tie obligatiDU of the rurrency autl^jiity, ru buy 
and to wdl i^terling unlimitedLy at (tlia iip[)er 

point) und at iTjJd. (the ]i(woT sterling point) a rup^, 
resj)«tivef>> conticmed undisturbed. It, however* now 
bought and eotd paper sterling Viddt'h fluotnafced in gold 
Yalue, and not, afi luthnrto* sterling u-ilh u fished gold 
equivakat- Tlifi price of gold in t.luft two cKJimtrki?^ not 
being ^tut^jrily dxedp waa detarmiued by inarkui i^oudlt iom 
like that of any other comnuMlity and rrifbeted tiite stiito 
of emtency depreciation. With tlio movement of sterling 
miBteady and nneertHm, a diSbrenee in tlio gtdd vulue^ of 
Be. 1 and ^terHng, thardbret was inevitable. But it 
was then not elear which of the two would iie larger Lu 
umgiiitnde. 

Under a paper exchange standard, the exchange ratio 
beta^eon the twts cuireucifis lieEng fijted, their respec- 
tivo gold values tlie inverse of the prii® of gold m 
temiB of the two currencies) must tend to move together 
and, under equHihriuni, must eonforni to tJie fixed esrhiutge 
ratio. Tliat is to say, tite gold values of IM. anrl Ee. I 
must ueoeesarity keep step with one another and must be 
identical under equilibrium. 

Theoretically, uknilty of valuer under equilibriuni must 
hold true, not ineroly in temis of gold^ bn I idso in terms 
commodities. In the case of the [alter, however, turilfs and 
other restrictions on their niovninent, al^uee of the 
quality of univerfial aci^eptuhility, comparative aatiability 
of demand aisd difieTnuce in quality, whmh aw in- 
evitalik, m aome even in tlie ease of ataudordlseH:! 

gooik^ give rifle to friertien and inmia in their price 
adjustment. And ovon under equilibrium a comparatively 
large margin of difTorence might o^cist in the values of the 
two currencies m tcnuB of almfi^t; any commodity, other 
than gold. In their a kg of gre^tor or lesser 

magnitude, depending upon tho nature of tlie com- 
modity, would be present. Prom thia riewpomt it is 
p<jarible to arrange commodities in tlm onfer of their 
inability tincl scuHitivenefla. Neset to gold would come silver 





TTTK RUPEE-^ERLmo EATIO 

&Vid then the rest of thfi mjiiiiiKrdifleSp stAUjiI&rdlfi^ gcx^ito 
witL a wfnld market taking a Itigli plnco in tiie gt?niatkin. 

But, in respeid nf iho gold values of the t*we otmrenuies, 
oning to ilie univer^l JiccejitahUit^ of geld aTid V\m 
Aljseiice uf ttsitricTtioJie gonoriili}^ on jta importSp ^ch 
dijfermce can under equilibrium.^ Any difibronc^ will 
give riw to movemetit* of gold ivs between the two wuntriea^ 
whieb will uontinnu ujiiiJ the dilTorcnco is ellmhmted and 
the values ore identioab even j'ts the level of water in two 
mtcrcomiecfced aisteme uiuat neces^rity Iw the &ame, 

Mndus Openindi of the Standaid.— In tlies spceml f?aiie wo 
RTo roiimderiiig^ geld will flow <mfc of India in fcht^ event 
of Rc. 1 hAYuig It iiigtior gold value than 1^. sterling 
(I'.e.p if tlie nii^ce price of gold wftft louver than the averting 
jitieep converted into rupeeSp at the ni|Kie-HterURg market 
rate) or out of Great Britain in the revorae ease (i.e.. If 
the aterlieg price of gold wwb lower than the rupee price, 
converted into sterlings at the fiterhiig-rupeo market rale). 
The mevemenl of gold would continue until Re. 1 and IBd, 
sterling w^re identical in gold valuo^ The 
of tile equilihrating forces would be dtomewhat ns GoibwE. 

In thu first casc» in the event of the link under¬ 
valuing the rTipeOi exports of gold from India will give 
rise to a deinand for cnrrcncy fiom the Indian ourieocy 
anLbsriiyp exclmiigcs; would be at the upper sterling pointj 
and until equibbiiuni will JiaTe l>oeii imtlied, exporta of 
gold and expariaioit of euirency ».niuld continue. This, 
comhiuod with the mci-eased demand for gold, raiw 
th^ price of gold in ludla until it c^ureaponded to the 
Bterhng price in Great Britain, India would lie i'umpelbd 
to buy sterling exchange, which would be o^cted to her 
ctunanoy anther! tv under provision of the ourmnoy law^ 
and thufl act as a support to deprecmtifig sterlings 
Similarly, if tlm link underv^alued eteriiDg^ exporti^ of 
gold fct^im Great BritaiD would bring about expansion <>F 

^ [ lUMdjCdi^Allyf it ba cibwn^iriii ihitil, flA UEi^lnr it. ib ibtuf 

mtK lbs aolil vaJiwwr turn clLtniTuiiCc vntEsI ncMTUMwrily In idanfimlp 
n paper exi^san^ mwt ultimately luod a gold atocuiEue^ SQ tsLt 

^ thu two iDQlUitcifiii ttru dnu^mniKt 
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currenoy, exchangee woultl l>o at Hie lowr atcrlii^ poini 
and, bcfute rcaohiug equiiibriuiiLj GtcrliDg ii'ill liave loet in 
gold value iu its attempte to dtufek dcprecJuatiott iif the 
nrpee* 

m thp gold raltteR of the two 
would be prolonged if f^terlingi m the first and the 
taj>ee, in the other, iluottxcited in value or was doproeiatiug. 
I>epicciation wouJd mcreaee the profits of gold exports mid 
would dmw out an mci«asing quantiij of gold from, th^ 
oountry whos* ourreney got underralued by the link* The 
tiitter would be ratkely at the mercy of tim over-valued 
uurrency anil oqtiiliMum would dci>end upotfc it# retuni to 

For purposes of bruigiiig: about eqiiiiibriuiu it is not 
that gold shouid be Eandod In Gmat Britain on 
it# export from India, or in India, in the revei^ cobc. It 
may l>e directed to any other part of the world vvithonfe 
prejudiee to the prooesa of equilibratLoii. Onlj% it ahould ha 
oonvBTfceil into sterling in the first case, aud into mpeca 
in the other* either directly (by Gte eaie of gold hi Great 
Briiain or India, aa tUs case may be), or a famign 
currency (by ita sale in a foreign coimtry), and storling or 
rupees so nbtainod should bo offered to the cum^tcy 
authority of the gold exxKuting country in exchange for 
the latter's ourrency. 


The *^gold limits,^^—In praedee, however, a ocrt#m differ* 
ena? in the gold valtues of the two currencies, oTiing to the 
expense* Uiciriental to transporting gold and the fiuetuation 
of exchange# lietwecn the upper- and tl^ lower-exdiange 
point#, might exint withemt caoahig any movement of gold- 
Uontiniiiug Une example we have eon^cFeth it wouM not 
become pnifitable to export gold from Great- Britain to 
India w long as the gold value of a rupee was not lower 
than that of IHd* sterling by more than tho gohl value 
of + sterling, where x represent# the expensoe^ 
til pentic jier I8(f sterling worth of gold, of traiisjMjrtiug 
gold in bulk from Great Britniu to India, 

Thtia if the gold value of one rupee was a grains of fine 
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guli{ iLiici tlukl of IM. sterling, gminiip ihctiT in tlie ovemt of 
a b^ng >bp pruStfi «f gold ex|K?rtA front India to Great 
Britain not appear bo long 4^ (a — 6) fell diort of tJie 
gold valiio of {x" + ^)d. st-erllng, x* T^preasentB tlio ex- 

penfioa m pence per rojice worth of gold, of fibJppUig gold 
from India to Groat Britain. * And if 6 wna >o it woidd not 
bec^Cl^)e profitable to export gold from Great Britain to India 
while (fj —a) short of the gold mime of (k -|- sterling. 

The two limttfi of dilfereiiee in the inagnltudea of 
d anti h, namely, when (tt—fp) — the gold valoo of 
-h and (6—a) = tho gold value of (;e-ri|)rf., 

wouhi tlnia murk the limits cm reaidimg W'hicU, movemenfo 
of golrl would begin, in the Omt oaae not of Itulm and in 
the second, out of Great Britain. The^e limits tnay be 
tormixl "*fioId Umits”* and ehould bo diatbignlshed from 
^'goki points** under a gold Btanclard and ^'exchange 
|N>inta" under an exchange standard, 

Tlie term *'goId iimits^^ refers to the limits of the 
differetice tliflt can exist in the goUl valued of two cur- 
nmnies linked to one another at a fixed ratiOi without 

* Thii limit In tiw dL^nmcta bcl^4:>&£lL a ftnil & btecci uiHin thn 

HtuLutDry uppor Sterllag point of ttm Li, 

^ Sh* ftKlCTlLUlf' t p obovo. 

* Oil th? im&tDf[y of "" jgokJ lilLEiiti,^' ipeok of''" liWor liniiia^*^' irhii^b 

WotiM refer to thn IlehIIa ui Ihib ditTomuDc ia t bo mivor V&lucs of tbfl tvtti oqr- 
naoDiGfl. whidh run oxfcit wittout *H™r mnyini? wt of niie t^ot 1 nt^y into lb» 
other. SlmUfijrlyp tboro ere ^ociumodity ea wll. But, Tot zeadon^ 

MrhErll KlietiUf nov bt- ahvioiia, would Im %hp nBxmweteit iff 

tliein all, wonM probably «amo noit Hurl thmn wouM follow 

*+4.'<miinudity limits/' Tariffia. other trmig Ij^xHere* liiJfateorfci m 

Ift^ner of nlniitifrtty of rtmuuid and aIwcihxj of nniverM 

af«cpi&bility, oseh in iKoaer or larger decreet» loud to widori the linutA 
m tixf! of comitH}dilji(Mk 

long a» ^old ond silvct firo Tm- io move ea bortwn two cotintriofi 
Ofl R |Olpcir T^T^ h^n gw atoiidiLrd, ottui alter e^odibrium will bmvD booli 
attoiuod ill tlHj eomniodity vahiKa of the two roTTpiiniRs (f<. -eron Rlter 
the didoFonoa in tlvolr voliOH caino within the ^'commodity lunltj''), if 
duieqnllibrnifn e^taia io tJndr gold uid iOvor valiuiap mdnw or sutdow 
of tho&o two OMrTAla win crnitiniHi and tb^re will tflka plftoo an exponskm 
of oinTcnay ismui iho cmint^ ol iho tifulMTAiuod ^rumooy, Tbia wiU 
eominuo «VOn uftor ^"ai|v«r li^la'* viU lulvo beon roBohod; cximploto 
Dtjuililiriat]! wiW not bo marWI until tho valiioa o( tbij two anrondea ■« 
within their ^‘guIH bmitfi.” Thai k 1* my, oq^iltlmutn in tfrrtm of jpUl 
HLOoesitarxly Invuh'o# <K)iiibbniun in tMrnnE tif nil otlioi! eotmuodllifi^ (iindi^r 
tdl lioniuil ttiTtriiuutHnHeo} and wm If «pullfarnim ia Bltaiuoii ih U?rEEiM of 
IIh> kuon bid not in terma of Mhi, the oieroont of dia^ujbTirfaiu]. in tbs 
sdhiatkiii will rttmarti, Hntu^ thn Jmportfiifioo of gold in tl® njaliflalion 
of CQmplolc eFpdbtETLiiiiai imdor m pRpCr oxr.hati go atiUiilunL 
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tuDviiig out lif T.bt-m. ar^ not fixe^t Umiis, 

Lhf!! Ttu^nitude^ of and a^' (wldch represent the expi^Ufiea 
of tmneporting a and b grains of gold;, a and 

i being both tiucitimting fpiantitios) are not fixed. 
Gold limitf! depend for thoir magnitude, besides aix>a 
expenses lucideutal trj tTonaporting gutd, also on LIm? ejcce^ 
or the defect of the upper- and the lowcrHixdiange fjoinift, 
fN^speativdy, over the i>ar of eaichange. 

The gold cxjKjrt iiniit fretn Great Briiaiii w^iuld lie 
iouelieiJ whxm the gold vatuo of (ir-f sterling, 

and the gold export limit horn India mmld bo touched 
when (tt ^b) = the ^Jd vnlito of + ^)d. sterling. The 
Indian gold ex|>oit limit would also repre^nt the British 
gold import limit aii<| the British gold export ILmit wojjlii 
represent the Indutn goh! import limit . 

Symptoms o! underTalnatlDii.—The questioa of whether it 
wTie tlto rupee or sterling tliat got tmdemaJiiei] bj^ the Unit 
would be dediled by two isyniptowis. If, flubsequent to the 
link, gold flowed out of India and continued to do sojt wug 
clear that the rupee was nodervalued. For^ unless this was 
so and the differeace between the gold Taluoij of Ee* I and I M. 
sterlhjg WBA more t!^ that of (af' + ^>f. fiterttng, i.e., it was 
greater than the gold export liioitfroni India^ exporta of g<dd 
fn>m the country would yield no profits, and b^ou dealers 
do nut get busy fur nothing. The siseund aymptom of under- 
valmtion of tliu mpoe wouhl lie in tlie state of the exdiange^. 
TJie mpee^eriing exduutge^ would he above par ajirl at the 
Ufqierateriing point, or a r^teal. wldch the tnnrmcy antbority 
may decide to buy sterling in exchange for ngtee. In 
the ubBenf^ of the link, the rupee would ri&e above this 
limit to reach its economic bveL but the link which mak^ 
it obligatory on the part of the currency atithority to buy 
sterUng in unlimited quantities at the upper exchange poiutt 
would prevent it from doing so* Simihvrly, if gold. Bow^ out 
of Groat Bniain, it would lie clear tliat ths Iml: undcrvolued 
the jiound sterling and tlio rapoe-ateriing exchanges would he 
at the lower sterling |ioinl. or tlie rate at which the British 
currency outliority mny decide to buy Indian exchange. 
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Opimoiiiji Great Bdtam ijx September, lltJJl, fftvourefl, as 
far ay posfdbia^ resliaLeiice to the deprecation of ecerliDg. 
Praetifially the wIujIb gf her mvestments abroad, the result 
vf die of the nineteenth o^mtury^ wero payable hi 

Ateriingp By far the bugor part of hoi hiod supply oonic titnn 
overseae. And her mdustiies hiul to depend upon impoTied 
mw metermh. Under the droumstance^, a bias towartia over- 
mJuation and a con^ponding averaion to underviduntioTi^ 
on the [lart of Uie rolkig clas^ and the consuming public 
generallyH qnit^e natural. It is probable that tliis factor 
was largely responsible for the overvaluation of ^terlingj 
at siiub ezioimouB saDriHce^ In 1925^ when Great Britain 
leiumed to gohl, Tho first impulE^ of the Govermuimt, 
ihcieforer waa to aaamnble aU Hie avnilnble reuciiocey 
to fifild In clufck the depreciatiDn of Eterling and to restrain 
sneh forces as nught accentuate the depreciation.^ 
Oiditumce YH* 1S31. —Under the ekenmstanoeii Eihe would 
not let the rupee be a drag on aterling, which it would be if the 
lliih underv'alue^l eterlmgH Contmimnoe of the rupee-sterling 
ikiik. under ib^m conditions^ would moan a drain of gold from 
Great Britain, further mfiaiion and further depreciation of 
sterling- -Sterling would be at the mercy of the rupee and 
thofse whty oontnolkd the fitto of the rupee would oontral 
the fate of Hterling also* But the fcveise aituation, namely, 
the nipcc providing a support to stcrlhig, which it woulil do if 
ilie link Undervalued tho ru|i^s wat; ait-ogeth£r welcomot Gold 

* a BnliaL fjffiiCljjU Atni'OtDc^rU flix tha oveninlf a^^pCcnilbiV 

wiufjli uimmuiiMiil tOu ckoicuiaiu of lUtf C^lwmiUOlU? la ftuffpead tin 
itQTidard# ob^rvod i . Tlu'y {itkL'^Cubiii:ia)ik«iti^ lt4I1^J[Kat ^^nptmtic^QL]ty 

tiln Muju rtiil Uy I 1 I 10 C^lMui^C^illar as tho Esltheqilur thal Olty 

citizEra whci iihn Mlniia on tho fXAr:jLUilxs;i» by pure hawin g faroii^ 

^pquritiH hlcnwll ggr ns^Uticjf attiurB [4 du e 4> ui dclibemtely mlJing to ihio 
tfOUJitry^K iiifflfiiCtiyA, lui^ uiidEFrtaitHt to iu 

pumhusinA by eiciwpt tiweo resquir^. for Hi* 

Ktuiil unmIq; M tmiio or for r^tiii^ ociMractb, AiiJ i^hotiM Fyurthor 

provo to bo- Govnmineixt will not 

bo^Ukto Ui tiikA ihmm^ . . 

li V!^3^i ^pfiftaj- ibai Uiia w^jiiiij^ imi Uu^ ikniinit For, on 

SepE^mbor 22, tbo Troa^tuy by virtue of iha powofe ^^nferred apcai U 
by tbfi Gold Staad&rd (Ailu’ladlEHnLt) Am, 10114 probibi^ piLroboao# of 
EciRiij^i frXcJifin^B or tniiiEfor of fiindB, by Brii44Tl mbioot* or pirncm* 
i^eidoul in Lbo ox^pt for Eimnoijig;: (I) JlcnruU tFodiog^ eequEro- 

tosiiiA^ {2} rotitnhcLii exiHtnxg ho[o^ Haiaemb^r 31, 1831 i (If T«s«wi*b4* 
tmt^elUiig or otlior p«f»ioyd ptirpoiaan Bat tiso bb 1« cf to fEnanen 

Ibd imparl# of pjld toto Ui# unlike In Indin, warn noi prnhibit«cL 
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would then iiow out of Iitdm anti the oxuneney authorTt-j 
would W forced to bny st-erilng and thm Inslp in arrcaiing 
its deprecLation. Tit.eiiiea£iire? to be adupted by the Govem- 
cuejit of intUa muBt thjcrefora 1>e Etueb^ or ^ mTisi haw 
argued thfl eaqjerts of the Govemnientp tliafc ehouEd it tnni 
out tli&t the link imEiervahied sterling, sterling miist 
free to rtbandem the rupee to its own fate, wliilst, in thu 
sacond case, the nipee must runt leave sterling bohind and 
the link muf^i then be continued. These requirements of 
the situation were adequately met by the Orrfhiaaee^ 
published on the evening of September 24, IbSl, Is,, ilie 
evening pmvioiis to the reopening of the banks after the 
three holiday, 

Thifi Ordiuajise restricted the selIb of sterling by the 
Govemmeut. Ti laid down that sterling rouid be bought 
fur the fiiUowiDg purposes onlyt— 

flj Xoimal trade requirements, but jwjI for the impcrri 

«/ pu/cf or snlver €oin or bullion. , * * ■ 

(2) for eontracta conipletod Ixjfore Septeiuber 21, 

1031 1 and 

(2) for roa^Jiutde personal and dotnostie purpoeiea* 

Certain rules were framed under the Orfliniince whiph 
ejiip<)wiDred a Managing Governor of the Imperial Bank to 
call upon any reotiguiaed bauk^ to satfefy him that it had 
not lieeti selling foreigu esuhjange for any purptw other 
than thotfie wpeeified in the rules and that it had sold all 
its purchases of fordgn exchange bafom asking for more, lie 
could also suspend for gevon days the recoguitiou of a honk 
for not satisft'ing him tu tlieae respects pending aettun by 
the Government,* 

Tlko provisions of thr Ordinance enabled the Govcnuneui 
to Sit on the fenee. Tu the hglit of the cotir^ of events 
as they revealed themsdvea, they could then jump on 

^ Ordlnunw GmJrUfi /itulih Ej±rmmiintir^, ^n€ariter 24, 

J Wii I . 

* The OrdiuiUiOc^ tiAmOt cf 24 Tlxphran^ BuJca u rt'Vdgl]wtt imnksi 

wbkih Lnediukd thn CbolmJ BoiLk d and thq Bank lionHift, 

* Qfdiiifliiw, i<K, 
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Tvliikt iKirved. tlicir int^tests be$t. Since it intpofiwd 
atiictionfl on. the sale of tlie OrdinEwioa cixaured tliatr^ 

if tbe link unilcrviUucd eiarlingp tba link oould bo snapped 
and tlie riipe4? could thereby lx; pfcvcnteJ bom eking out a 
living ai the of sterling. Far, lutdor it, sterling would 

not be uvoiittbk to piy for the imports of gold—escliangp 
would iw^w l>o at the lowr-t sfceriiug and tl^ exclninge 
market would depend ujHiu the ourrejiej authority for Uw 
supply of its excess exoiiauge tei^uiremefnts—^artd the 
hm t irig forces t hrough the agenc}* of gold would not operate as 
li oonsecpLoiice. But the markjot may yet turn to silver, which 
is uiily next to gold in poin t of mobility and sensiiiveue^j and 
iliD impurtiJ of eilver into India may cause tlie depreciation of 
tttarliug to the level of the rupee. The Ordiiiance* therefore^ 
laid down that sterling would not be iiuide avaihibie for the 
finance of silver import® also. With gold and silv*er uot 
free to come into the country, the forces of cqifilihration 
through the (Lgency of these two metals would not functiuii* 
Tlie gap between the values of iheso two omTeiicie=s, there’ 
fore, w'ould first rcaDli the '^gold export limitfrom Gretit 
Dzitain (*'gotd import limit'* into India) then tlio "stiver 
esjiort limit*' (the "eilver import limitinto India) without 
gold or eilver being importerl into India^ and would then 
exceed tliese two limits.Tliat is to fsay, the market rate 
of exchange, already at the lowr steeling piiint, would 
fall below it in search of it® economic level. 

iTiere wil] thus result a disjMirity tjotween the market 
rate of excliangc and the officbl rate. By the extent of 
the margin l>etweeri the two^ the currency milhority would 
be iuiffcring luaae® every time it sold etorluig exchange 
fut rupee®* And eooucr or later, the eurrenoy authority 
would be oompelied to abandon the liidt uf the rupee to 
aterlhtg or, aa it would bo more appropriate to say^ give up 
tlu> 5ih(uv of ^amiamitig tlie link. Fur the link can l>e said 
t4t have snapped when the market rate of exchange pet' 
sifted below the Iqvpet sterling 

But should the ru|ieo liave a higher gold vnalue than 
ateriing, the Ordii^ncu would not prevent sterfing from 
1 Sw IiwtnuUa X iiCSr 


m ECO^'OMIC: PBCVBLEMS OF MOBEKN D^BIA 

liekig satildltfil on Hm rupoe- It tefii unreslrioced the 
uutUow erf goliip whioli fiamt now iate plac?fi uncltt the 
cif profitn tliat th^ undervuluntioii trf the rupoft 
vroiiirf jiohi« Stirling acquii^i by the li&ki of tliia gold nliroa^l 
would tw uifei-ed. the eun^zicj nutbority tu iiicln^ in 
e}t<Jiange for rupte^t Stfiflirig would be wifchflrawn from 
thu rufU:ket EUjd rtifeea rdeoeeci mU> it. lu ihm [^ewe^ 
Inditi would be ^^porting the Briii^ eunetiey &ud 
dci|it«ciatmg her 0WI1. 

ActualJyt b i jwgvpt, the laiti*r of the t^'u ulteraaiivw 
VfAUiO out trro, i-c,^ the rupee got undervaliitiil by the link- 
Bnt the iwtrietive dautie for tlie enb of f^tctling iu the 
Urdinanoc, probably, muled the ntarket &i first and mny 
\iA\e bcjen redpOEUihlo for the demand for eterimg on 
Sep tern lxj:r Uih wIjpti tJio bankii reopened after tlio thrw 
daW onroreed holiday. But it soon disoovered that to 
domarjil Ktcrliog fmni tbo tsuirency anlhority was a fiijM) 
etep Atid iliAt it iH>iilii luiikc a inofit hy offermg; scerhng 
to it inj^tead, oequlied by the sale of gold ahrtiacl. The 
d^^majid fur wierliug ftooortILngty eemted <m SoptemlfcOr 
c^ehaiigtA ^toiniiJy ns&o, and by tlte mid of Odober, sterling 
quote tJuus ivarlird Tendow for £5O0i000 

]]tvit>i>d by tliff Goreniuiefit »t Lhifi potiti luid ^Halted nt 
Is. The weekly offer wjia tnhed. by Bueeftasive iitAgen 
tu £1 million axid otmoef-t until April, thcru wiia tiordly 
any week in whitih Govemment wait not aide to oliioin t bo 
fuU amotini cdTprcd and effect liedrb? purcbafieii of "mter- 
roedinio^ ai above the lender rate.* 

Tile pbeiiomeim] exports of gold nnd the tftato of the 
exphanges wen$ ajmptouiatlo of tho imdemaJiiaticjii of tbo 
nipee. Barring short mton^ali* l!ie exchange viiloe of the 

* </ thi ConimUcr iff ]U3l'3^ p IJt 

lisim trfets t« ihm pmhan nj fUrUns tbn 

»Jienii|[ tim exmfpl nr* ix., 

ftvf)4lr t^ijik'ni tc^r Et«fliivg mo ofi&jfnl hv tbo Oov^misoia. 

» V iAm CWW1«^ «/ C4PtTfiKW. t«ai^ 12- 

* n rrcun tfu! Dolddli^ l>[;tob»r (a Uw toiihllA of Niivt'iubn’ itiu^ riip04> 
na wfide il wh 4 iJua to nartAm bompaifiax^ dluurbmg fMlon wlaidli kii 

*pa£:uliilwm I'BT tt faU- Th^ wiclHprwi «*t&|iai[gn by CurtnEy 
ti>4KP* l&r dw duTuli^^ fid khn teluw nW.« i^okipiilKi WiHh lilB 

CHI ilAuk Bjy ia tLn L^fcktiiiTB AuMinhly anil 

apoaul&li^ hiul p»b||!lj|y uiiti^rtajnuKi llap bopv thml bj animiilltHKnla to 
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nipee for prutHoftlly tJw whob pfriocl fuUuw’itif; 

HfSl. n’tis above pnr and al or lair <lio iiplieP dlf-rling 
point, “Intermodiatia!" «cro 8old nKwt of the jH^rtod at 
above the weekly toiuler rates, even nrben. Lhoito WTim 1*, 
eid. Oa Huch ocoasiuns. starling aj£ohangi5 wmld iw said to 
have fonjained at la. TiVbeii it was eBtablished hoycujfl 
donlii Ibal storling was firmly Hiddicd cm the mpee, 
fwtrictlons mi the aaln of atorliiig exchiuigo wore mniovrd 
on JaniiAty 3b, 1053, by notification in the Guzfiie of 


Qo yfmmftn t^a dotefico Of its policy^—TLe i^Xpert* ttful 
jtpok^mo.n of tJio Gi>v4?ninient> liqw«\w* iiov^r wnntiiip 
in their attempi* to tMt^nd Uip Govenunont's po\hy anil 
to moke out a to tlittl in Jomiuliiiioii they 

wci^ aoJeiy guided by loduin inUfirMla. Perhiipa the nblost 
defence w*ui iJt© one put forth \>y Sir George Sohunior. 
The Ivmimce llembcT;, in hii» bwigiil ijpceeltefl of i93i And 
loss, made out certain, wlmt At fir?!' ap(»Ar to bo 

vefj" felevnnt anti ewnund points^ beaiitee eeri*in othew not 
eataetly of tlmi order.* 

Ii0 argued tiuit during the past SO yearn Tndia^ on balance, 
had huardi?d Ks. TOO crorcB worth of gold and tlLtit the 
Rmotml exportei was only a fraetiow tlu?reof ; that it 


th/n Hi !1 * etkwu» oi thiVmhim^ Uw nipw. Hot hid. 

mnik ^usmho (onwO yiuvl^iuiirm ot Tl«* 

^aUfiii lOtwpi « low r*t®» fcftsl foil giwiiijJay 

iff. Thrt uti3liliiw, tirmw* imin^loly liu? 

inciii niMli? it tS«f dmt itwy wxw iwl williAif Ui 

l. Ki» Etili whifjli woaU Aliflr ths r*tiuL By OvxtnlMtf oxebanffo w^w 

irro msvti above per. 

I ^ lAff CfimlroJtor rf f- ^ - 

cf 010 tmreOrk-hO outilflw af gcW. to riUa* riif 
tto fliflniJito of FmnWi^ Hol|md| AMi ito trjLA.« whtOl toi 

iton p«il lui ffoiib Mittij^itkrrsji. cp- 

BVTVOI eoiuw. Sb 0 «»W> fSdauM* dwt **tll lu»» ( 1 ^ ihw Muatrw* 

iM' jf .ir f h «. i a& tb« BPld .Htudwl. iflooiiiatantly mih Tin^infl «i 

I 9 «bu biA *»)«l la imirt** itw* pwttitiwn*. To havK «tal 
Omtr omuptei. in Mippart ol ciol inrtb«t)n« "xpn^ td «dW 

m. oDiuitiT an tbs jiM-lupo unly 

MomW* Mnintjr womAaw to i.(nb.t^ In 

Hut in pullibc it iortb ln»fi» Uw UigHlitfiT™ Ana-ixiblj h» *■* pifoi^Uf 
■wt uilt. lolv flir e-^l r. BUtftartt hitfuni biin an •Hfttinr 

*f th* vn«ti™ Wid anpth ctf ih* knawM^’ nf LconomiM on 
ito |hut uf miT li^pjiliibmT 
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]Hr luiCiir to iJiterfen? witlj tlie libi-rty of Liu; m 

fii£rx>«)«rng of tJieir gold abroad lo tide over the pment iirfebt 
that it wfi5! only proper to draw upon the flccrun^ulatod 
in times of tliffionltiee 1 1 bat the fatnn? of gold w as 
micartain And that It was tlierefoie beet that India cibposod 
of it now: that a part of tlie proceeds Ht least of the gold 
had bocn iavested i and bo t>n- 

All this niiglit indeed be tnii.\hiit it co^ld be no jufliifiea- 
Uoti for dispofiing of gold at a loee, nor for pending out of Use 
eountry the fTtiits: of gold appreciation, wkich L'Oiild have 
lieen made me of to fehovo tlie burden on tJie ta^-payrr. 
The objectloti vens not ogamst gold going out of tJie country; 
nor against the haid-hit eeUers of it drawing upon their 
reserve strength: nmdi less t^ahiat the prooeeils iwing 
mvestcfl: hut against a policy which involved Iodises on 
double account, iii respect of gold exiKjrt&; which lEknded 
iis in instabilitY in thi> nanie of stability { tvliioh enforex'd 
ujKwt the country on altogether implann^ and erratto 
Infhitkiii and oumnoy depreciation, on the abanrd liaais 
of the diSemnx^ between the gold valu^ of two unstabie 
cnrrenciatj, wboUy unrelated to what thn reqiiiron^nis of 
tilt body-economic may be \ and in tlie batgoiii dumped upon 
the country a ma&s of progressively depredaTing sterling 
pulKsr in excliunge for a piogresaivcly appreoiatiiig com¬ 
modity. gold. If a certain other policy^ wdiib promising to 
ensure all the advantages mentioned by Sir George SoJiuslcr 
and niimy more would euauTO in addition Use 

avoidance of ila evik as well, that policy wm worth at 
Ieahi n nioment'fl ooiifliideratioiL 

But probably the atronge^t fiomt of Sir George Schmier 
was tliat ihe esporta of gold Imd unproved luftk’a 
credit in the work! market; that they hnd enabled 
rurnittanoes on account of Home Charges to be made 
without huviug hod to borrow; that tliey had enablijd 
the repaymo3it of stcrimg debts which had matuml 
on January i, l^M2. of the value of £15 millionj, nrnl 
Llmt they hul atrengthenod the oumnoy reserve* of the 
Cuvemment. 

Ill support of this ootictnaiciu the Fimuice Membcrr formu- 
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!rtt«d » biilfttio&-eheet of gold esiHsri?: mit] tlio dif^biireeniant 
of ii$ prOL-fiedaa fur it perfoti of 15 loonth^ fitini Bcp- 
temLior^ 1&31, to December, 1932, To quote Im outi 
word*: 

'"hi tbis period of fifteen montlie, India ™ ^^danc«^ 
exported iQT-OS crores of gold. We may thus t4dto it that 
private hidividuAk dutiog this i>eriod noqiiirod out of the 
proceeil^i of gohl exports baliULces in extenid.1 curt^ncy^ 
pFubably mainiy in sterling, to the extent of £80| millions^ 
During this same period export? of merculmndiEe vpbt^ iS7-37 
erorea and imports Ibl* 45 o rorea^ gi^Jg ^ favouralilo balonoo 
of 19-92 croiee, equivalent to* eay, £15 millions. Tlib Bum 
abu may be token as baTing been converted into exterfud 
cnmency balances by private mdividuals. Adding Lbe^ 
£]5 miiUons acquired against merchandise to the total of 
1^01 miltions acqniiiDd ttirongb gold export^j the total 
external balances accjuired by priv^ate intliridnalij from 
October 1, 1031^ to December 31, 1032, amount$ to £951 
millions. Out of this &um GovermnBnti baa acquired by its 
pnrohases in Ltie market oa euimncy auihnril^’ not leas i hAtf 
£nu| initlions. 

*"Iii the fir^t place GovEmment has vised about £34 niiUjon^ 
in meeting ito ordinary recun^it qommitnietito. 

"Secondly, it has used £15 millions in disehnrgirig tlie 
51 per cent storling loan srhicb mattired on Jannaty 1, 
1032, thereby liquidating an obligation wbioh cost it 
£625^000 equivalent ia Rs. 110 bkhs per amium^ imd 
giratly stmngthening its credit in Ixmdon. 

^'Tbirdly, Government Ims added abutd^ £11 milljona to 
ite eurrency reserve?*, mid lastly, the balance of £0i milliuna 
added to the Govenunent'a Treasury balances, and ia 
mally potentially availabb for fuitbor ^trengtlicning of its 
cmreucy reserves. 

“Govemment tbeiefom made good use of the abnormally 
high amount of atoding which it was able during tliese 
15 montlis to pnrebaso os a result of the gold exports-”* 

The defence examineiL—Tlus i&au aooount of how during a 
period of 15 tnoutUs dightly over 14 millmn ounces of gold 
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at J07*0^ Mi the wirntry md liuw Sir 

Ge«rg4? t^^hiufbor gut m esclmngie for it n iuaa» of progt^ivuJy 
de|iivi;iatiiig commodity, sterling paper, azul wlmt us^ hti 
mode nf tliat pa|>er* But it was no more il jiustlScaiidn for 
doprivijig the ootmtry of profits of gold appicciatfozi and for 
fiLiiding 11 .^ iij inctabiUty^ tlmn tho first scries of argumetits 
Advanced by him^ 

It may be worth wiiile, therefore^ to picture to oufselve^ 
wliBt tho eituation would have been like pruhibiting the 

exports of gold. Sir Geoigo Schmdex liad bouglit tho gold. 
The kitd pureiuises of tho Government for the perkHi uf 
15 montlis -would tlien have been 1-1 milUon oimues of fine 
gold, the snnm ADioimt of gold would have been 

oShred for sale# Of this about 2'(> milUoii ounces would 
Iiave been tequh^ to Depay the debts falling dtie on 
January 1^ (£15 millionsh* On September 21, 1P31, 

there was in the floveminent reserves £lfi millmn sterling, 
Tliese eouid have been passed on to Great Briioiu as port 
of the Home Itemlttanee^# Tim balonco uf £1S jniUlnns 
of tile Remittances would have required ahoui^ 2-11 milhnn 
um^cee of gold. The rcniuinirig gold coiUd have lieen put 
in tlie Government's rice«rv(Bd anti balances^ in part roplacmg 
Ujo sterling eemrities in them. 

Thus our e:£temiiJ liabilities could have been met in 
loBser gold than we {>ave hod to port with aotLially. Gold 
in the reserves w^ould have inspired far greater conildeuce 
tlian eterling, Ixjth intorniLlly and externally, and w^hat ie 
more, it would have eimliled ^labiMsation of ow airrcney 
independentJy of Great Britain and witli lew* enLharmes- 
iiictifc to oiimetve^. Also, profits of apprecblion of gold in 
tJie reserves would have acomed to the Govenfement. 

The ruHr in tlie nrfi« price of gold &em a pari^ mto of 
Rs. 21-3'^lfi wbtm rJbe rupee was on gold to over Rs, 50 
ffnbsoqucnt to tho defiartTira froui the gold etandiud by 
India, lias invoked the lu^giunent that the sellers of gold 
have mmle profits out of tho trarLBaeLion- Besides the 
hlnunco Meml>or one or two Indian Eeoriomi^ta Itave 

^Thia fmlctiliitiAri hsa bMu uutdtt nn ih& bailie cf tli« ptie& of jeuLI cm 
.l^ufluy r, irhlii^ wv £a 174. lid. 



'fHE RUPEE-STERLING RATIO 

suti^ibeBl to If m wiirtk tlmn’^fore* 

paying Att^ndoii to R. 

it should he eskisy to nppi^d^^ hvwioi^OJ?* that these 
profits weio wholly iHasoiy* They wen* i^kulbr to tlio proftls 
that anyone c^o or feo) that he has realbed, by 

measurij]ig ftisc yajfdss into a pipoo of doth only duee yards 
long when bought from the by enttiog tiown Ike 

length CiT the yaid-fitiek to owe half. Tile larger nujiibcr of 
rupees wore now each of Le^^r value and tha tim iti die 
price of gold only indioiited the deproclatlou of the ropee^ 

LirJeed for from makhig profits^ sellers of gold isrould ho 
loaera from a double view-jHjijit.. Consistently with the 
(fixofl) esehange value of the rupees, tha rupee prico of gold 
will not havB risen sufficiently liigh during the time 
ports of gold take plac>e. That is to say, the seller® ef gold, 
oven as they parted with it, would bo getting few'er rapeea 
Llifin they Hhonld i at the esdsting sterling ctjuivaJaut cJ 
the rupee the equiiihrmm prioc of gold would be higher 
tliiirt wm paid to them.* This lo^ wouhl be whoUy owing 
to the imdervahiatinn of the rupee iiiaidental to its beuig 
linked to sterling. It could Ihi ayoided only by breaking the 
link. Also, ignoring temporary downward mormueuta:. the 
price of gold smoe Scrpteinber, had been steadily 

rising. It rose from a par rate of Its. 21-3-10 to over Its. 30 
per tola, Tfiis appreciation in the priee of gold escapeil 
tljc hiinda of those who iMtried with gold during the period 
of ita uppiociation. 

The iUtudom—Coiifmjioti of thought lias also Ijcen 

reap^muible lor tho argument thiit the seUej^ of gold have 
gained, not only ip terns of rupees but atj#o in terms of com^ 
mcniiLiai^, An attempt has been made to evaluate thh gain in 
"'goods vskixte**^ The index numbors of T'ranee and Hoiland 

* *'A Berififw of Gold Esjwrt bjr B. Adorlnr^ /n^Min 

JiiKrmsJ Januoiy^ iDSe> Vol. XVl» p. 307. 

^ Tliia puTpoailildii I hui'v WQtlfed uut -olseryirhefid. tay 

RTllotQ ” EaXpiKt4 q| UoM fniTQ Ifidia; mt AisCilf^ af liw Oo^m- 

mtrfn'n Citrtvtwy Pertier,*^ IndjUjuL Jnumat t>/ July, lujij, PuJ, 

XVI^ p. II, fbutoatu It. 

* A RflTiew Df QaliL Kxpdrt FallAfiw,''' B. P. AdluiGiUr^ JAd^Vtsi 

J<*uTmd cf Ecrni^mh*, Vol. XV1» }*art ID, p. 
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(couiit-ne!! urljidi reoL^cd on tlie gold ^fJUitlard) fur iOltl 
otid 10^4 UavD lH-«n miu)c use of to estimate wliat tbfl 
Caleutta itiflex nitmbcrK woidd Imvio licettiiJce in 1931 if the 
TUfiee had ociQiiiiued uti gold. These estimates hove given 
rise to ibe coucluaioiL timt st the ruling pdoee of gold, a 
toL* of gold ill L934 AetiUally bought to the selicru unythiog 
between a maximuiii of 37'3 oiid a mirnDiuis of 3£'d units 
of goods. But if the rupee bad coutinuod ou gold, so goea 
the ntgunieiit , the goods value of e tola of gold would have 
been only 2fr4 laiut*, at the wuxuuum. Tliat is to soy, 
those who ported with their gold gained in cumiDutlitaefl 
to the extent of tmything between 5-6 unite ami 10-ir 
nnitfl. 

Tiiie urldimetie of index numbent ignores the fiindn- 
mt’jttnl absurdity of the performanoe. For it attenipts to 
prove that today (11134) lij|) gniiits (one tola) of gold, 

<Ae monatary anii of tkt oomtrg W off th^ gfM standard, woidtl 
buy in the luarket more of coimuodities t han what tho 
saitti ttTmuini of gold would buy o&o (o-datf (i£>34), if the 
monelary anit had eotuinued on gold instead of ahaiidooing 
it! Whether a eeuutry is or is not on the gold standard, 
and whatever the nature of that standard, 186 gratna of 
gitld (otf grains of eopjter or fia) mma buy one. and the 
jdtme nimber of "ojtfts” of eommotlitieo at any one given lime 
Olid phee. Sinee the continuance on tlio gold standard by 
India would itivolvu a greater demand for gold, perhaps 
it is posaible to argue that » tola of gold would buy more of 
eoinmodideB when the rupee w'a$ ongobl tlnin wlum the rupee 
w'asofTit. In no case could it buy less. Any attempt to prove to 
llu) cuntrOiry umat neceo^rily be nonscrisitml, and to use index 
numbers in doing so would )>e to miss tbeir putyKise tmd 
fUgniheance. 

Tlic exports of gold haveinflnenood the eumney situation 
in tlie country. Tliey hove led to an excess issue of eurreney, 
both in cuim tuui notes. In this respect the year 1031-32 
divides itself into two puuts: the period up to the end uf 
Scptemlwr, 1931, and the rest of the year. Dmiug the first 
period eurroncy was being returned to the Govemmfinl at 
a rate commensurate with and eveti exceeding tUut of the 
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previous t-wo llni during tht^ period botli 

iwiil ikihus if^m& to l>e abftiirJujd on li aeiile Fflried trith 
l]\& relume^ of gold For tLo j-^ear 1^31-52 ihs net 

j^b&orptlou of oTureney wv^ Rg. 2h4 crore^. During the 
pzovifliiii tWQ year^j on the conirmy. on balance the country 
hod fetum&d to Uie eiwrency authority Es. 4^ a crorea and 
Rs. 113 0 crorea woith of otirtency, risBpocth'eJj, In llj»33-34 
agfun the not absorption of cinreucy was Ita. 13-2 crofes, 
III oiFect this amounted to au expansion of oimreney wldoh 
was oommensuraie with tlio mpee value of gold exports. 


Three mam alternatives of policy*—Wlion Great Britain 
fliifljpended ttie gold standard, the Government of India hod 
before them tliroe main jdtematives of policy: (1) to continuo 
die link of the rupee to eterling at the existing ratio or a 
different, one ; (2) to abandon the link and allow tlie mpen 
tc^ find It’S o™ level; and (3] to link tha rupee to gold at a 
oonvciiient parity. 

lii view of the uuuljDcjuato st-oclc of gold in tho reseTTi&s* 
the last of these altomatires was not proedcaj Jiniince, at 
any rate immcdiatelyp AlaOp it would liave been extremely 
difficult to make tlio right choice of gold parity for the 
rui^ee when the currencies of the larger iiart of the world 
were on the defendvo end one could not lie too oertom of 
their continuing on gold for bug. At all events the fixing 
of tho gold value of a currency uiilty was too enmplLcaiect 
a p]o>bbm to be dechLed upon in a moiuont of excitcinent 
and hurry. Of tho other two alternatives tJie Govertimeiit 
pelectCfd the first, wilh what injury to the interests of tlio 
woiintry wo have seen above. 

* 111 fliiB tbo r^wkg: of th* Ccntr®llw si Qurreticy 

ATO st . . Tha jcs^r wjU tlWId^ii iiils two dnAdy mstkod 

{KTtp(l^^ llifl final: up to tiw uf Ss^itemlwr whm ^ a reawlt fHlUuf 
priOM iliti return of sumuidy csntiniiiHl on a bi-jiIw eommsjinijato vilfa^ 
mti mTTH Ihut of tl» pwricjim twn years. tha ticne 

csiLTTuooy vtan odntr&ctcd to the esttopt oI 3fi,g7 Iskhs. In tlin Ul-tor Imlf 
the sr&ar with tl» ahujidcnixiuifit of EQia f^«ii44ud pneeg lUicvtod 
A mn diMioy to riB* ouU the SrkOlW of India'v gotu «X|>i:irts luvesmtotecl 
ovmncy ^xpAn^DD on a Jke^ _ , /* Mtpotf, ja, m 

^ On Soptomber lUStp thsrs wab in tLa nM^n'oe 7’2 ftroafea" wtirtii 
oi |§paia o^nsi a nciie ciruulatioii of Rb. 148-/S. cramt^ or ji 
of 5 per rrcvut* 
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TiH." third coiir^^ of ihi& iint j^iid pitn^umg nn 

mdepcndent policy wiid left alcuie. liul this combmM witli 
an embargo on thfl exporte of gold and the buj'ittg up of 
gold by the Go^omment would have served heal India'^ 
intonBBts. Tlua would have given us freedom of monetary 
polLay and we could then decide upc^n eitiifir further 
mlkti 0 n and deprBfiiatiou before atahiimmg the eurreney 
or stabilkatbu wiUiout further depreciation. H wo were 
to discover tliUpt our ^vntiuji lA 3 r in ilopreciatiug tho ru(3ee 
to the Ifivei of astoling, remai n ing below it or somewhat 
higlier, oui lumds being untied wo could act accord¬ 
ingly. 3?Vom tliD state of the oxchanges and the movememt 
of gohl we eouid have realised almost at once that the 
market vohio of tb& rupee was higher thou that of iWut. 
sterliug. That would have hanialijed the apprelueusion of 
Sir (?eorgo Sohuster that the fauiden of thfl Home Charges 
would be heavier if the rupee fell below sfcerlLug, Actuallyp 
by imdervaiulug the mpee^ we had to iww a laigcu number 
of rupe^ to moel the Home Charges than we uced havo 
if the nipoe-BtorUng link tiad been almiidcmed. 

After delinkiiigp^ po^bty we might have decided upon a 
eertaio meomre of depreeiation einee tho larger part of the 
world Imd tak^n to this eourse, and ako to aume for the 
double sin of first overvaluing tlue rupee and then linking 
it la an overvalued etjerling^ in 1327. Tlie buying of gold by 
the Govcnmiont ivoukl have been a oonvenkoti moibod of 
eumricy exponsjonp It would luvve enabled them to contiul 
ilie volumo and the pctce of th^ e^pankion, imlike midoT 
the regime of the rupee-sterling link. Tlie link rendered 
any attempt at eouixoliLtig cuTrency expansion impossible. 
By ptevituting an inljiistmeni of tln^ exchanges to within 
their gold limits* they W'ould mereh^ succeed in stimulating 
the exports of gold and further upsetting any tendoncy 
tovi^ards equilJbiiuin. But the expaTieiuiL of corrency caused 
by. tho buying up of gold couid lie flucoe-^sfully neutralised^ 
if requiiisd, by tho sale of seouritiea. Hie issue of a loan at 
heme^ or by curtailing the normal outQow of money inlo 
aireubiiiou from Um euircney authDrity* 

Tlie profitsi of gold appredation would then have acented 
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to tho Indkji Tmwiury. Otir foreign Ikbilitli:^ as tlioy fell 
due could huTo been met by ssllmg the noeumulritod gold, 
in tbe world nuiEtet, A& shown aboYe/ in thia manner 
we eouid have discharged our gterling obligtitioDs in 
Atnoutit of gold tihjBjj we liavo \n¥l to part with acfctmily. 
A part, of the gold would have been needed for currenoy 
stabiiidatioup wh^n the time for tlue amYcd. Having rrmJieod 
at fluch onormntm eoid the daugcra ol w sterling mtehango 
c^tandant, we eoidd haye fieized hold of tlds op|H)rt unity to 
pboe the rupee an a gold bullion standard. 

The buying u|i of guid by the Govemnaeiit w^ould have 
uivolyied no rish. Once the Covemment made tip its mind 
at wluit level to fi-v the price of gold atatntorily, there wna 
no risk whatever in buying gold at prices lower than tliifi: 
the Govorninent would gain by tlio difference between the 
two prices. Actually^ in place of these prulitsi, the Govern- 
ment’s lioiiey landed them into losses measured by ihe 
eattent of the depreciation of Merliug which they got in 
exchange for the gold cxiwrled Crum the country.* 

Delinkiog harmful to British interests^ —But it must 
inlmitted at onee that this policy would have provided no 
relief to eterling* With the support of the rii|ieo renu^ved^ 
its low-leveJ mark would have bean for lower than 13^ 15 
to witicb Jt had reaciied in Novcml)er^ 1^32. If the 
Govrm merit were to attempt to prevent this fall, the 
cofd. would have lieen anomtotjs, even flupposing tor^%u 
frredit^J were availabic for the purpose.^ The Exchange 
Efpmltferyf.irm Fuiid^ imdcr the circumstances, would tiave 
been filled and emptierl ^vcml times over^ 

Te ask for abandouiug the rupee-^sterling link or fur nn 
embargo on the exports of gold (thb would have snapiwd 

tk SfiS. 

*^tar)lQg haa tkjJitMJiBlwi bj ttbonc lO per 0011,1 pinr?* |t 9 Hopoftilrn fn&tn 

* It mtty netful tbiit %}m Bntiiib C»«vc<tiuiairit U^ron* Al»UElniuii^ th* 
(^d nMo^rd hwl for fartlior flredin fmni llw Govtmirnflnt* af 

t7niE«^i SlaUM of AuktIca tmi Fr^xa^ on Uip biit vitluitii 

lh 0 mptk&ch of tbo lnUi ViACOUllt Sfiovitni ff Mr. Thilip 
ill Hoi«m flf Comnwne tm ^ptinnlwr -i. I&3 Ih VcJ. 2JA of 

Ui^K p. 1204. 
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tky link} vsB therefore asking for tar loo maoli- It was to 
pitch our ambitiott too high. 

To snmmotise our conoIositjniS • On Grcai Britain s 
departiire from, the gold stomlttnii, the Govomnteitt of Indtop 
no doubt under instructioiis from their prinoi|)ulsin Lontiotip 
eat on the fence until tho trend of events wus clearly rO’ 
\'ealed. ^Tnle they an nonnoed the continuanoe of t he rup^- 
elerUrig iit)k« they imposed reatrifitions on the sale of sterling 
generally and in eRcct proMbited the imports of gold or 
sdver into the ooimtiy (by prohibiting the puwhafie of 
sterling for the finance of thtsc hnporbi). If the link Lad 
nudervalned sterling, they conld have pravonted tlte niiro 
from beixig a dmg on sterling, firat by tightening the neatrie- 
tions on the sale of sterling and then by stopping the sale 
altogether (to which the nestrietioiia must necessarily lead) 
Tills would abandon the rupee to ite oim late and starling 
would he free to follow on mdependent course, unham' 
pered. Bnt ns the ejqiorta of gold fioin the conntiy were left 
jrea, the rupee had no choito bnt to sliooldor the Imrtien 
of sterling, if the link undervalued the mpoe. 

The second of tlie two oltomatives hsTiitg come Lnio. 
theyrjnmpod down iirota the fence on the side of thn rupee- 
sterli^ link. It provided the mu oh-needed suppcirt »o 
etcrlina and drew out gold from the Indian hoau^ie which 
enablom Great Britain to meet her gold obligations and 
streri^hened lier credit. But ro India this policy meant 
lip/ threefold eonsequsucce of exports of gold, expansion of 
. -Currencyp and deprenintiou without plan. 

In repeat of gold exports vke aulEsred losses on floublo 
account. Thu seUem cif gold got fewer rupees than the 
fixed exchange value of the rupee ehooUd entitle them U)> 
iumI the appreciation hi thu value of gold slipped out of 
their hands. Also, iii place of gold (au appreeiatuig com¬ 
modity t gone out of the country India got in exchange 
steadily depreciating steriing paper. Exports of gold 
brought with U expansion of eurnmiiy to finance these 
exports. This caused depreciatioD of the rupee. But the 
expansion and depreciation were wholly nnrelateil to what 
the eeonmio circumstHncoe of the coontiy might demand. 
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They dcjiendi'd upuu tlie siergiii of Iho tUSenjnco in the 
gohi valuEB of elftfluig oJitl the mpoo* They were the 
result, tint of any well emoutotl policy, hut the oondcquenoe 
of fiterling dnig^g heliinti it tli© nipbo, in the wuree of its 
depreeintioD. They were wholly emttii) aiwl implaiitiotl. 

The contJniumce of the link with sterling necessarily 
involved surrender of all monetary autonomy. The rupee 
was at the tnercy of stctlhig and the fate of the rupee wouhl 
1*e decided by those who flontroUed the fate of sterling, 
lit respect of the tune and parity for stabilisation the country 
could tiave no inituitive whatever- 

In view of the inatlequate supply of gold in the reserves 
and the state of general monetaiy imcertainty prevalent 
at the time, it was imither praetitaihle nor desirable to link 
the rupee directly to gold. But there can lie little doubt 
tiuit the best policy which the (lovenimeiit could have 
piiraiiod with profit to themselves and advaniago to the 
eommunity was to delink the rupee, let it diecover its own 
value, impose an embargo 'on the oiports of gold, and 
buv tho gold. Thus released from all shackles, India 
could iiavs watchisd tlie situation as it developed and fonuu- 
latotl her policy" accordingly, We could then keep the rupee 
on a par with steeling, uliovc or below it, just as we liked. 
To depreciate the rupee to the level of fitorliog, if therein 
Itvy our salvuitoii, it was not nccefisary to chain the ni^jce 
to sterling. Under the link the depreoiation wo* bruugiii. 
about by the coireQcy authority liuying ptcrling. The umm 
result could bo attained by buying gold or doinestio 
securities. 

What TJ.SA. did under circumstances. —^This was 

what most countrieJj who were niaatera of tUek own 
monetary polioy had done when they abandoned the 
gold standard, Tlie l;.S.A., for iiiattmoe, when it went off 
the gold standa«l in 1933 imposed an embargo on the 
ciportfl of gold njid tho Tceasiiiy bought aii the avaibible. 
gotd. The buying up of gold by tlie Oovovument cautsed 
otirrency eirpaiiaioii and depreciation of the dollar. And 
W'luin tlio dollar reacbwl tUc level at whteh it waa thougiit 
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proper to atiibilitfVi restriotioiuB on the of gold wort^ 
And tlie Treasury oTcpressed its wiliingnoes to fioU thfi 
goliL Since mc^ of tho gold bowgtt prior to stabliisatnm 
waa At prices loifot* tliAn A5 doliars the transaction yielded 
to tbe U-K, Government conmderAblo by way of 

profits which were Uflcd for reduchag the tia t imial debt. I« 
March, 1934, Mr, Moigent^u, SecreUiy of tl^ UJS. 
Tr©ft3ury7 Appliod no lca» tliAii 075 million doUfir^^ (about 
£138 mUlkmJ of the profits to pay off flOO miUioit doll^^ 
wnrtli of Consols atid 75 milUoo doUais^ worth of I'anonia 
Canal Bandfi. 

Similar profits w'hich India-could Isave earned, if the 
Government iiad followed Llic some policy, actually were 
split. But it w'ould Imve provided no relief whatever to 
stfifling. Sterling under the droumstanoea would have fallen 
much bwer than it did actrudlyp to prevent which woidd 
have m^t enormous cost. It was not pOAsiblOp Ihereforo, 
tliat tha experts of thn^ Government would adviae tlnmi 
to aever the link of ihe rupee with sterling. 



CHATTER :^X>Tn 

DEVAI.UAT10N OF THE RUPEE 
Bt B. N. Gasocli, M-A.^ PjiJ5. 

fitntfy CeiUg«, Diiki 
DETALTffAHOJf AS A WtOEfi ISSUE 

We must ouipbaRisR almost at the very outset that de- 
vuluatioti as an immediate eoanomio issue lias wider bearing^ 
and must bo visualiBed bx a broader pcrspcotivo, Ocar 
and rational tliinkiug on. tbis isme is impoesibJe unfo:i« wo 
look upon ibis problem in the wider perspoutive of cur* 
nmcy (rtabUifiation sought to !« at-hiDvcd in India during 
the poat-wBT period.' The present controversy haa its roots 
in t!ie pist. There is a genera] &c]iDg that the Government 
of India scw'ed the wind hefom the depresrion began and 
the comtry has been reaping the whirlwind since tlien. It is 
argued that the rupee had been internally overroliied in 
(according to some much earikfr) and sinco then the IiitUon 
eeononne life had to pass througii a process of devastating 
deflation which irutiated tho economic depression in 
or at least the eflects of which xvere superimposed upon the 
cflects of tiifi world economic depression, ttonce the demand 
for devaluation is nothing but a modest domaud for coriBCt- 
ing the interna] O'vcrvaliiatioii of the mpee. a persHstent 
cause of economic diseqiiilibrinm. On the other hand, the 
aorency authorities hold tJiat since the rupee had already 
been stabilised in 1926 after caiefiil tuvaluatkm the pceaaut 
ratio should be respected as a basic norm which should not 
Em disturbed by "monkeying with the ratio.** A controverey 
like this cannot be pro^rly understood unless we eiiaiuino 
the rationale of tiie post-war stiLbilisation of the rupee. 

There is a ge>xeral coutsemras of opinion amongst eoano- 
mists on wliat constitutes Lho siae gva non of nionotary 
I Vjdo ttiQ v-riter's JTftifAfr Itupe*r fur a fWl J i m- i nrin n- 
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^Uibilkatloji. Il is gejicniUy agreed that %bt viiluf! of tli& 
ipi*rrpiTn?T unii of a c<ji«itr5' sJioiild Ije Huch ^ to maintain 
oipiilibrium not only iti tim intHsma] oconomio stmicturo 
Iwit ftleo in the h^aliLtico of its intermtiomil tmTisactiOQjs. 
The rtiterion for intermiUoTial eqnilibriitm (from wisidi 
Ik country depending forgeJy 'upon its foreign trade for 
soivency should not depart) m Llie "^obsenco of [HJiBistetit 
gold movements and of ahttomml capita! itiOYemfint.ft 
motivated by an anticipation of a Ihll or rise hx the oxchajig^ 
rate/'* An important dyiijutiie fhefor which tends to 
np^soi the lialanc® of international transaetiotis in lelation 
to a ijcrtaiii coimtry is a firndiimental change in the barber 
terms of trafle winch affecte tiu> extcriinl valiio of a country s 
cnrroncy. If such a change \e not somehow countemeted, 
or if the so-called normal parity of exchange is not adjinsteti 
CO the altered terms of tmle, an arLificisJ pegging of exchan ge 
at a ]mrtlcular levd bct'Onies disastrous in its effeets on 
internal as ^Tall as external ctconomie equilibrium. From 
the puini of view of the internal tsconomic stnietare stahiiiea- 
iifjii inToJves a i^lance Itetwecu the cofsfc and debt strnetnrc 
and prices and between export prioee and other prices^ 

A ixjint Avhich is verj-^ of^n missed by those who take 
pare in iJxe ratio controversy b that under a system of 
pegged exchange no parity of excbuxige sJiould be regarde<i 
as representing a so-called “ natural" level or norm whidi 
is sacrioaanct. Any student of the history of Indian ctir- 
renty that the pre-war exchange rate of 1 j. 4fjr. 

t^l fche ru|fee wiijs entirely the product of Acoidenta! cir¬ 
cumstances when it: first establialied it-solT and was thore- 
flfter deliberately mohitamed at that level by eixrteucy 
mcnagement^ The present ratio is in a sense os artificial os 
the mtio of 1^. 4^.^ since it lioa and haa to be nrain- 
toined by artificial xaeona under a ey^tera of exchange 
fftaudard. tlcnoe it is irratioiLiI to lie sticMcra for any 
jjariicular ratio under the dclimion that somahow it repre- 
a iiomih Any ratio whielt ia oondutdvo to nnd 
ixmskjtent with comii^irfttlvo economic stability nntter par- 
ticttlar drcumstaiioes should be the objeotive of menetarj' 

^ n«bci:lj(ir, PrOMptrit^ urtJ Dcjirat^&n^ j5, 334, 
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IKilicY, In «nj ™3e what tha aomj is should be &ii open 
qtuastlon, for 0^ch(mgo liability must needs be a miiaris 
to eeonoiiite stability as defined above aiwI not au end 
m ttfielf which may be putsued irresjHjef jvo of the fmirla- 
mental malodj moments of oiir e^nomio life in reran t 
joajs. DiiTing Um pmseni oeonomic dopne&^on most of tlia 
chonaliad norms of political mid economic; life have radically 
cliaingecl owing to nevolutionary tuakdjustnienfe in puliticaj 
and econoraie life.^ If, iboreferep Intljang ask the Govern- 
ment of India to review the question of tlifi rupw ratio and 
deddo what the tiotmi shoulc) bo in the present cimim- 
stanocs they should not be accused of the ehildish desire 
of “monkeying with the ratio/' specially a-lten IndiEma 
know to tiuair cost that ail tlie^. years Jt is the rnpco wkioii 
has been playing strange monkey tricks mtii tlinm. 

BQ^T-WA^ CiniftENCY STABILI^TION' 

In reviow^big the rationale of post-Avnr ourrenej" stabiliHa- 
tioii attempted in India at the v&ty outset one is irresiatibly 
xuirLmded of the Government of Indians nmadvuritiire (we 
refrain fryui caUing it “monkeying**) witli the mpeeiatm in 
IWii* We must mention in thk connection what Professor 
Fisher has aptly cailud tlio disastrous deflntiotU^ of 1920 
in United Statens of America w^bich the Federal Ruj^rvo 
anthorities tried to explain aw&y m a plienomenon c-au^j 
liy non-iuonetary factors. Tbo dfllibemte deflation m 
America led to deflation in othor couixtrics wiiich woro 
anxious to prevent the depreciation of tlicir currencies 
in terms of dolkxr. In this way a general process of defla¬ 
tionary Qunttaction waa initiated in Maich, 1920, after 
tlm ahort-livcil poat-ivar boom. In India tho cummey 
auihoritlea had blumlmicd into overvaluing tho rupee at 
2d. {gold}. The rate had event ually to be aimnduned, 
l>ecauH& mterual prices could not be made to fall to the 
saina extent as external prices. But in tlie heroic effort to 
Tuaintaiu the new "norar' they had resorted to dissstrouiS 

* For Ds^kin^ frw tmdo mid ”* fmtl m tabiiilTd ** wiiltdi wuie bi> 
dltDOel thi:*- Uiudferubl^ mitmM ol Untub tHrcmomiiz IlTh Im-m r«KiircJ¥ coaiM 
to be A}S 
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dellEitioji, whicL ccintlimed tUl Xndioji left 

to find its own tove) and mov'e4:l in syrop(^tJiy" Mith the 
steadily fatlmg intcrmt and external price&J The resitilri d£ 
heavy price defiation was that indnslrml development, 
whioli had fftartod in India during the war and 'waa well 
under way during tlie poet-war booiUp received a aetbaeh. 
Particrularly tfie protective effcet® of the raising of tlio 
genervi tariBF from 7i to U per cent in March, IB2I, mid 
to per cent in Maresh^ 1£^22, and of the rtualng of the 
tarifi^ on Insmy goods from 20 per cent to 30 per cent, were 
obscured by the general effeeta of tim tmde depresskm 
cammed by w^orid-wide deSation, But it muflt- bo md to 
the credit of tfie currency authoritjos that by ado wing the 
exchange rate to find its own level they protected fche- 
interna] ccoiiDnnc s^tnicture Ut a certain extent against 
the iliuinjutionn in gotil priccii during the boom of 1£^II9 and 
mu and tlie sltimp of 1^21 and W21. From 1923^23 oii- 
w'ardH t)i© parity of the relative levcU of mtemal pricoa 
in India, and in oountrMsa which were the best ctistoraciB 
of India, creatoil on impre^ion that tndiftn exchange was 
moving to a position of stahIMt-y. In 1022-23 the price 
levels In the United Kingdom and India remained remark - 
aLIr constant. In Japan also the price Jevel well main- 
taincdH But in Ajnerica it regintei^ & sli^ii riec. Between 
1923-24 and 1925-26 the wholesale pricee hi Jajwm 

and United Kingdom continued to lie mUtively 
In tho comparative vatues of Indian exports and 

imperts also were almost back to t-heir pre-war relation¬ 
ship. Exchange wm iiko stable at J^fn M. tla-fnighout tho 
year. And the picture of stability in the eyes of the cur¬ 
rency authority completed by the price indicoB in 
India ^ America and Urdted I^gdom oonvoigmg towarda the 
same level. E ventuaJly^ the rupee exchange was stabilised at 
U. firf, ID 1D27, 

TirE Is. 6n. RATIO 

But dtd the pegging of e.xchauge at Itf. toady give us 
stabilised iiiotieyl Were tlie dm pie critwb of ecoaomfe 

ITlNn uf artiGiriKi HKitnuTtiori of inurmiBy cwtiausil uj> ia 

x\ujjiiaEr> I 
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pq^ilibrmTn mmliilij applknl td thc^ raisting situatiatif In 
the Qj/iitj pliici;^ the stability of tltc exchange-rato tlirough- 
out I035-3(J WM not neoeosarily a aigii of economic stability. 
Under an exchimge standard it tvas easy to bolsti^r up the 
exchange rate and maintaiu it at a certain letd hy cnittency 
manipulation, Tlie giifidbg proccas of deflation wliioh iiail 
Hiarte^l much earlkt: made tUbi taHk and since the 

nudillc of l%2i the paco of further dedation was set by 
Eiigland. Whiit Imppen&d was that in England outtenoy 
auitioritica tiad reeouibe to active dedaticpii for going back 
to tlt^ pi^i^’nr gold parity. In Jttne, 1024, tht poynd etor- 
liiig was abmit 12 per cent below the iiTC-w;ir gold parity. 
Ae Uie n^jJt of deflation tho sterling price index fell by 
about 0 per cent between Jime^ and February, K+30. 

Wo observe a simihir pheuomanon of drasLic iieflation m 
India whore also tho wholesale price indoxi fell by 1 i per cent 
during the same period and tiue rupee-sterling cxehango 
from 4d. to 1^. registering a rise of 13| por cei^t. 
Secondly, comparative fstability of tlie inteTnal price lovel 
is nowadays no longer r^arded as the only adequate criterion 
of economic stabiU^. In ju^t liofom the Gnonda] 

crisis which ted to tho Groat Dopresj^ioii the hidc^ of wtiolo- 
sab prices was remarkably steady^ but tho steadiness of the 
index masked the inliercut econemic disecpiihbrium wJiich 
sulkseqnontiy caused a w'orld-wkle ileprcssion. Tlie price 
loYel ulone is never an adequate guide for the detcruimaticm 
of the policy rognlatmg the currency and credit- of a oountiy. 
Speaking of cT^tt policy, Co vein or Strong, of Uio New Vork 
Federal Rescr^-e Bank, one of the greatest batikeio that 
America has produced* said* “Just- as credit is one of the 
influences upon the pric'o level| so the price level shontd be 
one of the influences in guiding a umdit policyand lie 
suggested a fow considerations whioh a Oentral Hank 
must have in view in determining a particular policy,- 
^*Ia labour fnlly employed? Are stocks of goods mereasing 
or decrojjflingl Is production to the oountiy'*8 eapfu:ity? 
Ate tnuiHportaticin fiidhties fully taxed? If speculation 
creeping into the iin>ductivo and distributive iiroce^^esl 
Arc ordnrs and repeat orders being ix>okod iiiiieh alioad? 
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Are bUU being promptlv imid I Arc people ajwnding wa»to* 
fully t Ib cn!«lJt exjiondingf An* uuirket rates hI>ovo or 
lri*luw Reserve BaukTHteA? As a miitter of fact in Swediwi 
tiu; Riknftiuik L-onsnlts not only the wluiloaale price index 
but also the baaiu oonsumptinit index (txiot of living inifex) 
and other available indices suvli as tkose of prudtictkm, 
trade and employnient. Difl the eiirrent'y authorities in 
Ibis tounlay give suf&eient weight to cotteideratiotiH ein-li 
lu these Ijefot* they decided upon tii« Rreahmtion of tlio 
rupeei Were they sure that internal prices trhich were 
suddenly debated after the currency debacle of 1020 had 
lasen at(iiasted to wages and other money incomes, to <leht3 
and fixe<i charges of die agriculturists and to the various 
other elements of tawL of production whieli cannot be quickly 
readjusted? Did they toko into account tlie oimous fact 
tliat owing to the vast aze of die coratry and the ahiutiino 
of safficiont econoniio mobility the cpsts-prioes equilibriuni 
ought to take a mueh longer time to he oompkttetl in India 
itiftn ia odier industrial countries? Did they moke allow*' 
ance foe the necessary time lag! Thirilly, the mere foot that 
the itulic-es of wholtsole prices in United Kingdom, America 
and India had converged to tlie same level (1(!0) did not 
deserve tiie significiinoe which was attached to it* Since 
the dynamica of the price movements in these throe coun¬ 
tries were not the same, the price indices reacihiiig a particiiJar 
liguro in tlio coiirae of varying Huotuations did not. really 
mean that coiiditioiiB were neresaarily favourable to inter- 
uational equilibrium, or that Indian prices luid been hmuglii 
into haroiony with the national prioo levels of coantrios 
whioii were the most uuportant onstomers of India. In 
fact subsequent tendenoiofl provide tius clearest refuta¬ 
tion of such confused reasoning. lietTccn 11*24 and 1029 
the British Boaril of Trade index negisfoted a fall of over 
IT per cent and the C'atcutU index similarly showed n fall of 
over Hi jwr rent. Such a parallel movement is explained by 
t|ic common policy of deflation coiifiequent on tlie over¬ 
valuation of sterling in relation to gold since 1025. But in 

• Inlemrotatiofui at FoJprat tteaerve PoJicy in tlia npeecbc* uid writhiipt 

oi llmijui&ini SlKiis^^ New 2^33, 
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U.fes.A- t'Le index of the Bureau of Trade StotistioB fell l*w 

IP 

only 3 per oent, wliile the index mini bar of whoi&salB priijes 
both. ID Germany imd Fnmtse remaicieil steady during tins 
aania pctiod, Tbo laot is timl the general uiova merit for 
biternalioimi monetary s tabulation in 1924 had m% mu 
aaiind hasd^. Ae Sir Walter Layton eaid in 19S3, ^*The lais- 
ttike that we made in 1924 wm in endeavour in up an 
intenmliunal monetary system withoat making 911 m 
that the econotnio backgrtinud wag right."* MoreoTor it m 
necessary to emphasise ia this coimectlon that "measure¬ 
ments of purchasing-power parity based on comparbons 
of price hv^ls or of ohange* in prioe bvels in two eoimtrifis 
afford only very rough and unreliable criteria of over- 
valtiatton or midprvalLiii-tion of a country's ourtency/'^ 
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A most important dynamic factor whidi 1 lji» Ihrcateund 
the equilibrium of Indm*s Lvalance of mtomationa] pay- 
men ts in recent yeoiB, hut which has be™ ignored by the 
authorities ri^pon$iblo for post-war monetary Etabihsatlon 
in India^ is the fundamental change in the barter terms of 
trade. Tii official statb^tical publicatiisnA the index numbers 
of external prices of imports iiml exports respectiTcIy in 
tfie uf diffirpcnt couritiies are a^nilnble for a wctic* of 
post-war vcoiB. If the import price index h expressed h 5 
a percentage of the export- price index tlic ^^prioe-mtio" 
tims obtained is a fairly goo<l index of the terms on which a 
country obtains its imports in exchange for it$ exports. 
In the ciiae of countries importing uiamly m'^v materials 
and foodstuffs and exporting mainly manufactured goods ^ 
the lower the percentage Hgure the greater the advantage 
tleris^od by them from selling mimuiactureii products, and 
mce eerm. On the other hand^ in the case of preduminanity 
agricultural uountricf? Lm potting mHnnfaotxtfi^ and export¬ 
ing mw’ materials and foodstuffs, the lower tlie percentagn 
iigiim the grenter the advantage derived by tJiem from 
Belling mw matcriiils and fooiljbitnffsj and riee vtrm. In order 
^ HuberJerp end Deprsttien, p. 334, fooUioto, 


350 15 CX)XOMIC! PROBLEMS OP MODEKS IKDIA 

to bring «iit tho tfontraat IwtwiJcn the iin*4ioiiiiiiatjtly ugri- 
euJtimU and the piEfioimufliitly iiidUBtrml countries we 
giTC Tjelow Uie poat-war prioe-ratine in tin- <au«r of four 
wiintriea. United Kingdom, India* Aigenlino and Npw 
2ealmii], lUui wp propose to diecusa the nature of tho ctiaiigo 
in tlu termii of ttade. it« bearing on the balaiioe of inler- 
uationwl transaction* utwl its repercussion on the external 
values of (lie mnreneica of ogriuidturo! cotuitries in gonerel 
and of the Indian cutrengy in particular. 

Prke-ratio indkt^' 
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It k aignifioaiit tliat the movement of tiie price-ratio 
index in the case of agricdtural cotmtriBa haa been generally 
inveteo to that in the. eo«s of industrial countries like 
United Kingdom. Diirii^ the early poBt-wur yeare, oadng 
to tlie greater inerrease in t he prices of manufactnrad produots 
than in those of raw materials aiwl foodstu^, the advantage 
as regarila the terms of trade had been on the ishle of indu-s- 
trial countries. But between 1020 and 1025 the )jii{>oirt 
and export price mdicee of States Imj-ing mainly manu- 
faetnred gowis and selling raw materials and foodstuffs 
were gradually approaching each othnr. Tlie result uraa Hint 
“in. India there was a rapid fall in the price ratio hides 
Itttwwn 1021 and 11525. and in Aigentine and New Zealand, 
whose products are of » different onler, between 1022 ^d 
On the other hand there W'ua a rise iu the prioe- 
tatio index in the case of Hie United Kingdom; this m^nt 
tliat the advantage as regards the tcmia of trade gained 
by mdofitrial cmmtriea was tending to disappear. But 
the most significant foot Ui be noticed b that in all the three 

• ArfiXorortdHm Tnhi# end iitbnMitttat Paifnisttfi. 
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ajpricujtum] wiiiiicifd th^m wa^ a lea^iixoi^ iu 1920, ^tui 
temhncy wa«j roT«n$£d to the disadvaiiti&ge of iigriouItiiFal 
countries in tbo very year that tlie rupee was etabUised at 
If. ad.l 

It would be a miBtake to suppose that tha reversal of 
this tendexioy simultaneously in the three agricultural 
eouutriefl was a chance comeldence. It h not 
ticnc to explain in detail the revolutionary dianges in 
world agriculture during the period of post-war recon- 
fltmetion. But there was undoubtedly^ one fact whicli waa 
turning the terma of trade again^ agriciiltuial countrieii, 
tri3,^ the oxtraordiiuiry increase in the production of food^ 
stul& and raw mateiialu. It appears &otu tlio if^morandum 
&n World Tmde pubUsbed by the League of Katiouu in 
ID2S that the world's output of oereab oud other food 
orops was 10 jier cent higher in 192S than in 1913, and 
Cliat the corresponding increases for all foodstuffs and raw 
materials were 17 par cant and 43 per cent nespeetivoly. 
Thew inarcOflca considerably outstripped the rate of m- 
crea^ of the world'a popuhitiou. Mr. T, W. LaiuDjal, in 
his address delivered before the New' York Academy of 
Pobticol Boleneep ^ho pointed out that the average annual 
rate of increa^ of {iroductjaa during the peiiixl 1923-28 
was thS per cent in the ease of cotton, 5-8 per cent in the 
case of sugar^ 6-5 pox cent in the case of rubber* 5-6 per 
cent in tbo case of copper, 6^ 1 per csent in the cafie of crude 
petrideum^ and 4-9 per oent in tlie oaoe of pig lion. 

It would be instructive to examine more carefully the 
movonterits of the indices of export and im}>ort prices with 
particular reference to India i 
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2^2 ECONOMIC PBOBLtaiS OF mhlA 

j\a alre^y sahL belwi^t^n 192i) ami it+-a tlif^ export anil 
import price indirie^ in tJie case of fhciUi were gra^lually 
approachiDg e-aeU oilier ivith the result that isiic was getting 
gredually better terms for her ex|Kjrta of raw materials cjid 
foodfltufis. In 1925-26 the djU^pjirity between export and 
import* pricas olniDst disappeared, and the terms of trade 

indioated bj the iitieo ratio almost readied the pi^-wai 
{191^14} It is abc dgniSeant tliat as Urn disparity 

became less and Ic*^ the aeti™ Imloficc of trade increjised; 
in fact wo discover a crlo9« ncgati%"e oorrelation Ijctwmi 
the price ratios and the aotivo balance of tE^de. Alt tlte^^e 
teridcncie±» apparently reflated a movement towwls ex¬ 
ternal eejiiilibiiiim. But the fiuidainental change hi the 
Htmetnro of world agriculture, which had led to a pheno¬ 
menal expansion of production duriug tiio poert-u'ar period i 
and had been threateuiiig the economio poaition of agri- 
cultural countries in relathm to industrial countries in the 
sphere of intemational tradef woa a factor of grave economic 
undad just men t that did not receive Llie aitnntion that it 
deserved- It is clear from the tabic given above ikat 
the export prices began to fall after 1924-25* In 1926-27 
the index of export prices ivas 132 aa compared to 152 
in the previous year. In tiiC S^view of ike Trade of Jmffo 
we find an official explanation that “the most- iinpori:ant 
Jaefcor that contrihuted to this decrease wm the kmvy fail 
bi Hie world prices 4jf raw m&tcfiold^ particularly of cotton 
and jute.."* But unfortimately the fidl in export prices was 
not viewed in the wider pers|jettiive of the causes which 
weTB threatening tb& external equilibrium of sgricnltuinl 
countries in relation to industrial countries and under¬ 
mining the basis of Indians active balance of trade (which 
is essential for debtor countries) and of her newly fiegged 
exchange- 

AOFXCTTLTlXKAl* OOtfiTTitlEiJ IK TITE DiIPU:eaS10K 

If our of the world ogriculiural situation ami 

of the position of agiioultnral countries vis a-vi^ uidustriat 
countries w correct, then it appears that conditions were 
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ripe for a depnrssiojL in worM ugrieultam whioh Tnis the 
Most striking hiHial phii^fe of th-e Gimt Llicpiie^ii»» tlyit 
follo^i-ed floon afler+ lj5 the following yeara the 
depresfdon Tvas intensified hy the and uninter¬ 

rupted fall in commodity pricsew^ end tlie pre^me npou 
agricultural countries continued after the fiimnciftr erkte 
of Since the iK^nning of lOSl, Lowetner, the retatinn 

between the piioes of matiufoctureil products mtd the 
of primary products waa not oliaiiging rapidly^ to the 
dkadvaotage of agricultiual coimiries. But tlici^ waa no 
riefinite improveioent of tlie terms of tmde either in 19S1 
or tlifi early part of 1^32, “Mom specially the depreciation 
of the potmd sterling had not the effect upon price relutioiis 
that Tuigld have been expected.*'^ By the middle of 
ednee the centre of gravity of the oconomio depression 
shifted from ngricultural countries to induiitrial countrioB, 
there we^ hnprovcineat in the lenns of trade of agricultural 
countries. But ihero was a reaction again after 1D32. In 
the cose of non-European ogiicnilburai oountrios the situa- 
tion wm aggravated by tlie increase in cereal exports 
(wheal, barby* and make) from eaatem to central 
and westom Europe and a coneeponding reduction in 
cereal bnporta into EiinDpe from other eontiiiente. In 
fact agricultural proteotionLjin iu)d the growth of inter' 
European Liwb in agricultural products were huportant 
factors which adveraely affected the pewsition of nijxi- 
Euroyjcan agrioultura! eomitiias like Tn d f^^ in the spliore 
of intcnmtionfll Irade. 

Tlio deterioration of the terms of trade of agrbulturaJ 
oomitries advcracly ofTeoted the external cquiJihrium and 
tho exchange stability of these oouiitries. Must of thefie 
countries ore debtorsi and pan of their exportSi as in the 
case of Indm^ may he tegaided as payment on account 
of interest and divideiifk. “In n out of 15 tjrpieal agri¬ 
cultural countries the total amoimt spent annually during 
it^27-s;y on tlie Bcrvico of foreign dobtjj and on dividend 
pay mem ts abroad was apjiroxmiatcly a fifllt of tho av-Qrogo 
export value. Dividend payment naturally decreases when 

^ ^ ^eu£e^ lof NatiaEEiJj^ p, UX- 
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13 dcpregy^f!, !«ii the bulk uf thfi lutyrtiersta—fcir 
all debtor countrka ttiken togetlif!! probably twa-tlimlis— 
j*epresentH fisced charges on long or ^hort'terui loans. TJic 
fall IQ tlue tikV&fAge eacporc prioie* In terms of gold of iivo 
typiml non-indnstrial countriosi betwiwn lft29 and 19110 waas 
^ni 21 to 25 per eonl, and botween 1028 and 1030 about 
30 per cmt (India and New Zealand 2T per laot, China 20 
jier eent, Unignay and Ai^entine 31 per cent)* tsommixind- 
mg lo an incrv^ in the aetual bnrtlan of the fixed debt 
ohiiTges of over 40 per cent Between tOiO and 1032 tlio 
average foil of about hO par cent in the eiport prieei? of 
these conirtries rtseant a further increase m the real hunJorj 
of debt payiiienta in terms of gold currenesea- Thus this 
debtor cotUitries were forced to fumkh a constantly inoroaa^ 
ing quantity of g(>oda in order to meet the fixed external 
obligations. Simultaneously they vvei» compelled t-o resrtrici 
t liair imports of mahiifactured prodnots, and aiioli restric¬ 
tion was brought about through a riso in tlbs prices of 
nmnufacturied goods relatively to those of agricmltural 
producta. luitUdly owing to the glut tn the world murket 
ibr agricullnral products they had lioeu mmblo to main- 
tam tlie quaninm of thok exports. But when the quantum 
of tlieir unpotLs was restricted, the demand of industriiil 
euuntrie? for foreign raw materials and foodstufis was alsto 
rtiluced. Hence the quantum of exports of agricullural 
imunttiea luwl a teiidenoy to falL In these cirouniatam^ea 
the prEsaure to maintain their quantum of exporta altered 
the barter terms of trade fitii! more to the disad vsntJigie of 
agrieuitural countriesi. Evidently they wore in a vidous 
circle. Ab Hiia proeesa went on they found thomselvBS in 
a serious predicament. Owing to the stoppage of inter¬ 
national lending the bahiuce of mtenmtioital transactions 
could not bo modified in their favour by foi^igu loam. Ti»e 
quantum of imports could not be cut liowtk beyond a 
certain limit. jVud tliey were failiug to sell them products 
in quantitk^ artd at pric^ eufficiimt to meet their fixed 
ohfi^tious and auaultaiieouEly to cover their current neode 
for foreign goods. 

^ SiPiiw C|/ ^ Xatuma). 


285 


DEVALUATIOJ^ OF THE RUPEE 

TLiJse countries attempt<sd reacli extamail ecjuilil'mm 
goncraiJy in two (1) f^xportatloi^ ci gold^ nnd 

(S) dfsvaliJiition of tlieii curronuies. In li)30 a niuBbcr of 
debtor oatintric# forccil oST tlio gold Etaiidanl^ wfaBe 
ottiers tried W nuuut^iin the values of tlieir currericie^ by 
meotift of ejcctmnge control whidi contracted imports mti 
stimulated exports* In 1031 the abaiido]»mont of the 
gold standard by Great Britain and tlio conse^piont depre¬ 
ciation of sterling mvoived some relaxation in the burden 
of debt of certain conntrijes^ But the cHljnstment of tlie 
tnulo balances of agricultural ccnmtrics urgently re^jmred 
An iticrcA^ iD tlreir eotnpetitjYe jm^Tcrp and tliis was poe- 
siblo timmgb a reduction of the gold prirea of their 
exportable ix^mmodities^ As between dedation and cur- 
ronoy dorainationp almost without exception the 3 '' duK^e 
the bttcr ae the best method of mnintaining external 
eqmlibnuni and the ^jtabilitj of tile external ’v alues irf 
tlicir ctiTiencies. But the inipoptant question which, we 
must now answer is, what lias been Indiachoice of 
altertLativrK f ItedatiDn, or currency devalnation I 

The movement for exmeuey depreciation gathered 
momentimi abiw 11130 “till by the begmutog of 1033 tho 
foreign trade of the oountrie* with dopj^eciated currenries 
represented about 52 per cent of world trade. By the end 
of April 1033 when the U.S.A. dollar djeprociated the sfiaro 
inerrnsed to per cent. The TomainiiLg 3G per cent mpro- 
eonted the trade of oountrica adhoriiig to an effective gold 
siandrird (about 20 per cent of world tradeJ and of ootmtrias 
maintaining an approxiniato gold parity of their cfirrenujeA 
by means of oxchaugo restnetiens (about 16 por cent of 
world trade),'India joined this general movement under 
the Icoderaliixi of Great Bricain. When Great Britain 
abandoned tlie gold standard the rupee, being linked to 
st-efling, naturally dopredated hi temw of gold. Ilenco 
tho&e wbcfr are cbmomiiig for ths devuluation of tho ttrpoe 
liavo been told that ajinoe liie rupee has already l>eco 
ijubjcct to dovahiatian like tho ourreiicies of countries 
forming tlio elerlJng bloc, India boa actuuJty obtained 

4 MiKf^ttr Ej/ tf'orU (LmiiI^cd til SiiUbuii). 
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wiiAt4>ver rdo-jctition or rcliof mav have been &e<mrod; by 
other a^LcuitiirAt oounirira through mitreiicy iloprecmtlofi. 
Unfiirtuiiftt^jly mch an argument m (jomplacentiy arilvam.»o(L, 
and Parnetmied equally t-onipliUMiUly aoecpted, without 
dii^L^rimiiiiitioD^ mid it m necessfu-y to examine whether faots 
fhniish a soltd ground for eueh ^If-compl&eenry, 

nXCllANOK DKTKEdATro::? IN RELATION TO PRIOfiS, TBAOH 
AND rnODTJCnON 

TliGoretiL-iilly, mxKhrratB depredation of the foreign 
exchanges—as oppo{f>efl to ckpieoIatioB eauacd by hyper- 
injlation and aceompanie^l by economic disloiTatian, m 
during tlm Great War — provided the exetuingo rate te 
appmxtmaioty kept jttable at a new lowctr parity, ncU m 
a iHjunty on exports and. a& an mf mforew rwtriotiv© duty 
on iinf)ort$. As internal costs and prices adjityt tliem^ivoe 
to the excliHiige depreciation the extent of the bounty 
on exports and the restrictive ofTccta on importa are^ no 
doubt, pro (unlo reduoed^ But there is a permanent ad¬ 
vantage in fuieiga trade to tlic extent that vertain intenml 
uofitii, flneh as Jor^-term interest and rent charges {and to 
a amaller extent various tax ehargee} wliich form important 
elenaeuls of cost in Indian ngrieulture and are fixed in tcrmH 
iif miinoyi fail to rise* Mojwver ev^en supposing that most 
of the direct advantage of depiecLitioii is tcraporaiyt sin^se 
currency depreeistJou in a period of depression llmi 
kind of expansionary and recujienitive affbet upon Intornnt 
economy which is cumulative in its momentum ^ it 
ultifnatdy an expausiouary eHeot upon botli exports and 
imports in the long period. Ueiioc it is wrong to suppose 
i]u%i all the efibcie of exdiaage depredation nocessariJy 
exlmust tlumiE^lvci^ in tlie short- f>eriod^ 

What have I>een the effects of curmiciy ckpreciatioft on 
the foreign Itnde of coumries with dfipredated onrrenoibs 
in general and of liidhi hi piurt-icular i Professor James W. 
Angdl of Columbia Uaivor^ity jias gh^n m an odminibie 
survey of the gcnenil eiFeotrS of currency depredation on 
foreign trade in bis address delivered before Ibo Academy 
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of Political Scenes in it is obvious that these eflb 43 t!J 

ftMinot be ii\>jn the oontomptLEuty eeanouiio 

pheiiomena and tendencies, such m tlie deepening of the 
ecfkitoiiuo dopmssioiif proteetioniajii, develop oieiit of econ¬ 
omic autarchy and tho erection of various kinds of tmde 
haerksTs. Profeasor Angelj pointa out, on account of 
the dfiepcxmig of tJtp economic depieasion nearly all 
of the phanomeiia at isytie muat be Tneasnred in tcmiii of 
ft ahmkiug base.”* Moreover, to the extent that Unffa 
and import restriotions were employed by the gold bloc to 
hIixu otii imports from countries with depreciated curreticieii, 
the exjiansionary effeot of devaluation on exjxjrt^ of the 
latter w'as neutralised. Keverthek^aa on the ba^is of avail¬ 
able dftt^ we can reaoji some geneml eoneluaion^ with 
eonlidenco. Ear purposes of comparkon the "stable*" 
countries eekoted by Profesfik>r Angoll are Austria, Belgium. 
CzediGfllovalda, Fmiiee, Germany, Holbnd, Italy, Poknd. 
SwitSEOrland ami tlxe PnitwJ St-atos of Americft, vliilo 
countries with depreciated cummeies sdiected by him are 
TJc zim ark^ .England^ Norway. Sweden, BHtish India. ArgEn- 
tumj Canada. ChiJe, Ckina^ JapaiL Mexico, Peru and Spain. 
Jn the c^ise of the latter osehangc depmsiation hi« Ijeetii 
on the w'hole, moderate; average foreign excliawge 

rate in December, 10:13, stood at 6it4 per cent on the gold 
par^ with a mtige for the group betwwn a tow of 4^ and 
a high of But it mmt Ije notetl that, in spite of 

exchange xkprecialion, the hvel of wfmlraile prices and 
I lie coal of living indices in thof^ countries were virtually 
tin- same m 1932 a^ in 1031. In the tenprincipa! ' stable” 
oountrifi^ the average price level for 1933 slmd 

ftt 8U per cent of 1931 Mid tlie average oust of liv^ing index 
at 93, But for eleven of the ” depreciated coiuilrLea^' the 
average wJiolesale prioc level m J032 aiimi at 103 per oeni 
of 1931 and the coi^t of living hite at Bft. * The remiirkahle 
Btahility of whok^le prices onrl cost of ilvhikg in countries 

ffih^Ajtad^ <f/ pentad Vol XV. Jinio, 

^foMor O, \\\ on Exu^miio^ DotK^x-miJoii, Fnrr;j|ai 

Tmd4^ mud Xaikmia " h 
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with deimiciateil rurreDcieB implied » rdaHts rwt wbeo-tlte 
iiulices were falling very ahBfpiy in the countrioa of the gold 
bloc, "Had tlie avemge pdoe indcs for these depreciated 
countties risott in. full proportion to average exchange 
depreciat.bn, with prices in the stable coimtri^ taken as 
the base, it would liave reached L 28 . The odiustment of 
iutcnial piicfis to the new exchange levcts which usunlly 
appears in due conrao 'wue, hHioe, only about a third, 
completed by the end of Thus here we eome acroffl 

a typical problBin of the Bhjort-perhjd effects of moderate 
oxethange depreciaitun on foreign trade. The relevant facts 
bearing on this problem are embodied in the followtiig 
comparative table. The ligtires for ex]>ort and iniiKtrt 
values of ‘'stable" and "unstable” coimtries have been 
token finm the table compiled by Professor Angoll^ while 
for purpoaea of oompniisou and contrast from our point of 
view we imve wnrb^ out the comparable data for India. 
Canada. Atgentma, and England.^ 


VALITES* 



iitahlv 

{.^PUtoSl* 

/fkKa 

Canada Ar^nUina 


* t«b 

oaf 





ItUJlClfrE! 

Import* 







u pprmtLiai^ 

of im 

1&32 Itii|iorta 

n 

m 



45 


of im 

Ad 

7T 


73 

7i 

5£l 

AvBfa^ 


G4 


C4 

57 

m 

Ej!}portr. 

Export* 







u4 pwcentfcgo 
id 

*0 


43 

45 


50 

11^33 Kxpoft* 







Uf^rOtrilLUl^ 

«r mt 




S7 

sii 

m 

Average 

IHI 



m 

74 

li 

4.wmn^ /erf 
tiUottrosU m 

K? 

0« 

AS 

(10 

55 

70 


’ PftKttdinigB bJ it« Aa»f<»4|r o/ I'cfiHfrot ^Icnte, Vd. XV, p. 11 
* p, 14« 









DFl^ALUATlOX OF THE RDPEB 2m 


VALUES—MHf I nivurf. 


/tu/e£ */ 
Iw^weirkii 
Frodii^im ; 

m 

(6) 




IS i^oin- 
futfuvl tci lOlfi* 
ID3I 

—32 

— II — 

^— 

— 

— 8 


It will be olKtorved tJiat tlie coiicliiaiaDa tirawn froin 
tbeors' aiB iJeflnitcly uonfirmed fay faints. As rcgaitl^ hti- 
port«^ tlie average total momiy value iu 1933 waa ad per 
oeut of fcke b^se %iite in tlie case of eoouLrie^ with stable 
oiirreude%if whJJe it was only fl4 per oent in tbo ease of 
couatriee with depreoiatect tmcrenoics. On the otter hand, 
the average total value of esporte dropped to 50 jwr cent 
of the base in the oa^ of ''stable'* countrim and to m 
per cent in the ease of “unstable** eomitries. Thu^ when 
WB take a broad base^ tba average of i&2fl aiui IP31, 
WB reaob aevoral latenestang oonolumone. Fii^, the deoltne 
iti tlie value of the total foreigth tmde as well aa of iruporte 
arod oxporta taken separately waa mndi le^ in tlie coise of 
*'mistabie^* than in the ca&e of ''etabie“ countriGe. 
Seeandly^ the decline in exports was greater than tho 
deelhie in ftuporta in “stable” eonntrioa, while the deoliiic 
ill eiporta was less than the deohne in imports in “un¬ 
stable''" countries. Tliirdly, as regards the expanfiksnary 
eifecta of exchange depreeiatioji in mdtisidal pTodnctioiir 
it s€OD 26 that the dedinQ in indnstriisl production or 
deilationary oontraotion caused by tho economie rlepre^aiort 
w'aa very m^ich greater in “stable” than in unstable*' 
oountries. Frani the point of foreign twle nho the decline 
(in Loth import and exj^rt trade) was oarrv^ted to a mDch 
gr&ater extent in “mistable** than in “stable” countriiH, 
And it m particularly remarkable that in 1032 the average 
total valii^ of exporta was as high as S5 per cent of that 
in 11^31^ in the ca^ of imstuhle eoxoitrieEi and only GO per 
cent of the average total export vultie of J93I in the case 
of *^atabh?" coxmtriefi. On ihe whole, tlLereforej it cannot 
he serioudy contested that, although there was ttci positive 
economic Tecovery in tlue oruftablo coimtiiei?, yet exdiange 
depreciation opemted as a definite anti'cyotica! forte in 
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iheBe coiiateniot^ thu gcimrjii dellA- 

tioTuiT;}* ti^ntmctmn, and lmlpG<l t<> imuntaii} 

i^uilibrismi in tW Imlancd of 

by means of a relatiTc expansion, ot» to be moiir aGonratcip 
u Ici^ Til {ltd cont^^octJozi of thoir export txade. 


nmu AS co&ir^jLBErt to cmmR ACrmcminmAL cotni^mtss 

AXD ENGtiAKp 

lei Eis amly^ the position of a 3 oompaiisd 

to two other agrioultiiml isoirntdoE wMeh werit akniWly 
situated and also as oompored to England whofiO ouirenoy 
management determined the directioB of Indian entrenoy 
deve!o{>ment^ lunler the sterling exeliango standard. In 
the of Cajnida and Aigcncina tluoro was a drastio 

teduotion of imiMirts^ so that in liie a\norage 

value of imports waa respcotividy ^>4 iicr cent imd 57 |>er 
emt of Ilia average of 1929 and IB^L Eut the oomparablo 

for the avotage total export ndnes are GO per cent 
and 74 per oerit respectivelyn Tim means that tho sltuatioTi 
m regards foreign tTa<lo was conducive ro extoruBrl equi¬ 
librium, In the ea^sc of India curiously emough tha aituation 
was difforent. It ia remnrkhhb that tho average total 
lm{Kirt values in amountotl to os much as 75 f>cr cent 
of the avemgo totsd valiie for 1939 and 1931. Tins is tlie 
Idglieitt of the TOmpamfale Bgu«^ hi the whole t^ahlo- In 
other words the reductiem of imports was the bast when 
WB corufiare Iwr wttli “umtabb*' eoimfineti in general and 
agricultural eoiintrice m particular. On the other liand^ 
when wo oompare 6xjM>rt values wo are oquaUy struck by 
the fact that in the caae of India tho deehho la exports 
was more tluio in ** un^tabb countries generalh^ a little 
mure than in Canada and eonaidorably mum than in 
Aigcntinn. Moreover, H appears ttmt, after tlw abamlon- 
ment of tho gold standard by England. the decline in 
imports into India tvos arraated to on unpteoedented exteni-t 
the import values in 1932 being virtually the same aa the 
import values in IP3L At the same timOp the decline in 
exportiS betw-eon 1939 and 1932 wss akuiist ns much as the 
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de^Jine i» the exportij of the countric-^ of ^i^o gr^ki Ivtoc. 
After the ckprocmtlon of the o^ehangi^ tin* EaU m qzports 
was arreptqd to a much grroter extent 115 Indio tlma in the 
goki ^Undord countries- But it h obvious that this fall waa 
arrestecj to a smailcr extent hi Indio tlmn in unstahlo*^ 
count-riefi geiaerttUy ond other iJtgrictiltTiral t'^uiiLrijea 
ticuljirly. On the ’wholcj obmly ^liow tiiafc India 

re^nihlnd stablerather than ixjuntrk-a in 

two iuipcirtant re^peotdt (I) Tlie deohne in e^i>orts 
much greater tJimi the decline in impirta; and {&) there 
was o vcT^' heavy decline in exports between I02ii anil 
the oxtent of the fail in exjiorts being almost tlm 
same in India as in ‘'stable*' oountries* Henoo the eitim- 
tion as regortlfl foreign trade was bardly oondneive to 
external esjiiiJibEiuin which had been threatened wiih the 
Qiiset of the depreaskin and even earlier* Nor ww this all; 
the situation wto aggravateri further by the itiiiijitcnanc?e 
of Imporhi at n much lughex love) than izi conntdefi with 
depreidated eunenciea and in oonntneo with stable ettr- 
rencies. In fact the average total import value in 
as much as 75 per eenfc of the iwerago for 192!) and 1931, 
When we compare snd oonti:aet tho effoots of currency 
dopst^iation on e£t;crtial equilibrium in the case of Tudia 
isith those in the case of England we rcndi certain con- 
elusions which have an important bearijig on the recent 
ratiti lujutroverey. As eveiy student of modem enrmney 
histoi^' knows^ Lhe immediate oau«ie of the failure of tius 
gokl standard in England wae the withdrawal of foreign 
balances on a tremendous^ ecaJcj wliile her foreigii aaset^i 
were fro^^n and nnreallsable. But as Sir Walter Layton 
says, "'tltal is only part- of the etorj% for behind thfe ciiplt 4 kl 
fUght was the fket that during the preceding year nor 
tmlioml irading <i€a>uni fiud Amu g^Uing nwe 
crii</ more eu/ e/ t^dance”^ England waa buying mote than 

* An adtiresfl <m itim bj* ait WolUir 

lajt^pn^ C.H., in Juhef, ti>33lf bafore Umi iVnusrii^aa] Acadrmy 

of Pdlttlciq^ S^iMkDC qJ IA? pjx Wo* Iwve 

(laaUsl 4>vtui-ivirk|y from thu nddmifl Sir WalteT Layton 

\k a m^or^iined withoriiy on cutteiwy end nautt« ami hlA cfrinknw arft 
aAilJuafitdiJi^'D nol aqly in GrMt OritjuiL bul aim iil TnUlrf , 
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alus could. st'U, and otu: of the most tiiip<ai«&ni rcsisfji]# why 
the balauc^ rtf eccoimts was moving against her wue that 
filie ivas ‘‘almost tlie 011 I 7 leinainuig free tmde eemntry in the 
world surrounded by n ring of tariffs which were rising 
liigher ami higher .*’ So long as the stream of interuiitioiial 
(ending did not dry iijr, it teas possible for iif.T to meet Uie 
ritiiiLtion by foreign borrowing. But when, international 
leixliiig ceased “it became imperative to ItalanEe rmr 
(England’s) eurroat acuouni, wUidi meant that by some 
means or other our (Eugland’s) imports must frUl or our 
(l^iglaad’i^) esfiorts inaease. There w-aa no other posi* 
bility." Thus fundanjcntally Enghmd liad found herself 
ill the category of egrioultura] countries like India who had 
been etniggJing hard to maintam eijiiilibrium in the Imlanoo 
of intemational transactions earlier than the cconEimic 
fliisis of 1031. Kow wliat means were adopted in England 
for restoring eiterrml equilibrium? The most important 
imtmment; for festoiing extcrunl eqidltbriiuu wob the 
devaluntion of slcriuig. "Wlien the pomnl foil it settled 
down after a wldJe at a level which has gone a long way 
fowanl reatoriiig eiioilibrium in our Imlanoe of payments,” 
and “the level to which the British oxchango * foil waa 
iaigely detennmed by the level of the tariffs and the 
severity of other restrtotiaiLH wtiiob were existjng against 
British, tratle.’’^ Here we Lave a eonspietious example of 
rational ourrenw management iHisod on the mampubitUm 
of the oiohange rate with a ilefinito obj^tivc. ’iTnuj ilie 
level of the pound, which was maintained by means of tho 
Exclimigc Equalisation Fund, was, hi tlic wpi^ of Sir Walter 
^yton, “a level determined by the exist jug sitrmtion of 
international trade bairters and all the conooniitAnt series 
of eondittDTis which determine trade. It w'asj therefore, 
not a level which we ohoee but, in a aeiise, u natural level''* 
The success of (he British currency policy was not kmg 

VTliu prooaw of MtJWt. 4 ] Sqtiilihrilina Wb«i also bfitjMfl hrjr Crotoctiotllmii 
£tnii hy tiio opaniiTan ih^ Otiawn 

3 Wi? Wiftli liui intmur^ vx^xiia of tlus QwanunfV^i ot liniiA hiid Ibia 
iifliiaEL of lV nAii4nd oi tiu? 

U umy bfl EueniliDiu^ Jmspo- that tha pHndpihJ abje^it auiDtAininsr 
(HqU4!LildU;imi »(10Cmut4 luu 1 mi) iA> uiAumunm QTJMtin^ thS 

lutmiAtiorLHl pa,jjxmiu on tho iirt<3rnaJ iwtmamiu aferurtuiv 
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delayed. Lf we exo-mia^ Lbo Ktuttsties iu tbc tabic given 
n1>nve we ol^rvc (1) that tlie level of exports iu 1032 wm 
luamtHiiied at 71 per ocnt of the average for 1020 aud 
1031 and at 03 jier ceai of the exports of 1031; and that 
(2J there was? only B per oent decrease in the index of 
mdustriiil prodtuitioii m compared to an average of ^2 per 
cent ill the case of gold-^ajidarfl countiieiip and 11 per cent 
in the ease of countries with depreciated onrreneJea taken 
as a whole. (Iradually the internal strength and s^tabUity 
of storliug, whioh wai; reinforoetl by a number of eoimtries^ 
particularly IjuUat linking their euirenciee to sterling* 
asserted ilAclft ami gold began to flow back liom mimy 
isoiuitries of the gold bloc to tlm fitcrling area. 

It mii«t not be auppofiod tbat the^ results were brought 
about by a dose of active iuteniwi inflation tM3rU^ by 
exps^nsion of currenoy and credit. After the abandonment 
of the gold jatandard the wholesale pHoes as well as the 
quantity of ounxuey and bank ^lepositJi in England i^-ere 
remarkably stable. But since mtemal prices in gold* 
standard oountEiee: wore declining rapidly and ifOoit fell by 
10 to [K?r cent thero was a relaiiv^ rise of httemal priced 
in England wbioh had an expansionary effect cm btusinc^ia 
activity. Hentie, as Sir Walter Layton points out, ""though 
we may be solvent internationally in tlis sense of flaying 
iiiir way and batousing our acoountOi both our incomes and 
outgoings are extremely low; owf arc faced vnih the 
problem^ as ereryfrody efoe is faced, of fkt price 

But a riao of internal prices in Engbnd through reflation 
keouly anticipated in aH the countries of the sterling 
arcan In &ct the cxpartEionary effect of reflation in 
England would have transmitted itfielf more easily to 
the storliug bloc and would have gone farther than under 
gold-^land^ conditions. But in England, as Uawtroy, 
aaya^ “the oppculunity had l>eoti loat^ deffatiou and 
faUing prices pre^'ailod in spite of %\^ abandonment of 
goJdi and the pound Etcrlmg had become a eurteney only 
ono degree Jess intolerable than gold itself,”^ Th® polioy 
of easy money adopted later came too late, bec^n^ t tm 

Qtdfi Sumdimi in Pi-adioff* p. IM. 
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TidoGs uiTcIcr of dcllAtimi bad already twcn rejoijiecL Wlitihef 
R refliitionniy policy -vroutd iiairc suitod Britbib economic 
and needs was aa <jinistjoii or ''‘problem” as 
Sir W'altar Layton puts it, Perliapa internal ittflatiou in 
Englaml immediately after ilie abatidounieut of gold would 
luwo mode it impustdblv to maintatii t-ho atreugth .luiI 
stability of sterling in relation to gold. But Bgricultnral 
cam I tries, like Jiidia u'bich Iuito to bear a lieavy burrlon 
tjf oitemal obligations wore not on tbe same footing tuf 
England, and did not obTionsIy desire tlmt tho deflationary 
cfFcft of the English currency policy should transmit ited'f 
to their intemaT econouiio strucimrc througU tlio sterling 
link. Sweden, for example, look the necessary step and 
remliustefi her exchanges in relation to sterling to suit 
Lor own spcml neerls, Tlius it is interesting to note tluii 
exchange oontrol in Sweden *'w'aa not only secondary to, 
Unh wafl airtnallj employed as a means toward internal 
stebiliBation. Tl»e pound at first depreciated more tajndlv 
Hunt tho Krona, and in October, 1931, was quoted 7 per 
tent below Krona parity. This was coiiBistent with Sweden's 
determination to prevent iiiQotion. In Decemher, 1031, 
the old Ifrona-potind parity was oLuofit restored, and 
begun ling April, 1935, in aeoardancu with Sweden's desire 
to rodato whukeaJe prices, the pound wua qiiote^l about 
|wr cent above pur, except for tJie twriod from Novem- 
IJCfr 1035,' to March, 1933, when the old parity with the 
pound was temporarily itf'establishod.”^ 
ludut was unfortunately not free to strike ottt a path 
of lier erwn. The rupee had to trim its sails io the 
windfi of sterUng. Hence with the rupee'eterllng ratio 
pet^od at. Llie samo level, ilie eterliug linlf transmitted veiy 
cftuily the deilationaiy effect of the British cuirency policy. 
Bui what is more tragLo u tliat the iuteraa] economic 
Struoture of Imiia had to go tliroiigh a grinding process of 
]mM (IcfLattoii w'hieh wiis without any pmullel in the 
ftterliiig iirea. Ab alremly emphasised, JSJ31 onward 

I he price level iti countries with depreciated currendes 
remahied stable; the decline was atopped. and was foDowed 
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by n miog tendency after a ^-eor ot two. In India immedi¬ 
ately id'tcr the dovaluatbn of tlie rapee in tcrtm of gold 
the index mtmfxjr of pricea moved up fr^iu SM in Septem- 
bor* to in UeoemltetT 1031, ivhon the depreciation 
ill ierms of gdd waa tlm Jiigliest in t!ie ease of the rupee 
and the pound. But after December, 1931* the riso of 
[irioes c?oimtemoted, and after the dose gf the yEnr 
1&32 prices began to faO Imhw the level of September, 
1931. The indfix ntmiW reaehed the lowest level of 82 in 
March^ Between Mjarch 1933 and 1937 there was 

no fnrtlier doclme; nor was thfflno any appreciable upwiird 
movement. On the other hand, as early as 1935 there waa 
a defijiitely upward movoment of prioea in uU iht 

^taiidiird €ou^ri^^ and tiie divergonoe between the 
irntbiuvl price leveb was elodng up in the case of mo^t 
couritriea. On the whole, wt find that India's external 
equilibrium waa threatenod ut the same way as the ex¬ 
ternal eqiiiJibrium of ooimtries adhemg to the gold 
standard. And it is sacl to reflect that in India exuhauga 
control was not employed* aa in Sweden. a mgjLnK 
tovnHxl Internal stabilisation.'^ Nor was it employed, as in 
Great Brlttun, as an mstrumont gf rendering equiljbitum 
in thfi balance of trade wliick was hoing thieateuad a^ the 
result lif Lite disparity between import and export pricee 
Eince 192fi. 

Etroxgi£ti:a of Cigia> xxtobts 

Sinoe ourrency manageuxent failed at a crucial moiucut 
to restore extomal equibbrinm through a readjustment of 
the trade balance India bad to resort to goU! exports in 
order to maintain equilibriuni in the balaijo& of mtennitkimd 
transactions. ExportaLion of gold ftom India in recent years 
has been commonly regnrfled as a unique c<^o^i{rmio pliouom- 
eiion. The phenomenon b oertamly unique when ^romo 
to think of the volume and eontinuity of the outflow of 
gtikl and oi>^fve hew the rdle of Indio se a habituiil imptiter 
of gold has been etuldenJy rerersed.* But fimdanumtally 


^AcpcintiiLg y utAtoiEiBsit naodnlfy uim^ hy tru* Tiimn&s Mumber ig 
te? rtSHHibiy fimjco Qrcal nritain wmi-t oS Lltit £{d>ia Btontiord pild to the 
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the phfi^iamjisiiLOU was not imi(|U 0 in so T&t as her posid .011 
WAS essentially tii* * eamo as tliiit of many debtor coiin tries 
with gold'jftiantianl currencies wluo liad eventually to go 
off gold imd resort to cnmmoy depre&iation hb ttie only 
means of avoiding national bankruptcy after the financial 
crisis of lUBl. Ever uinco tho first half of when Fmni» 
withilrew her foreign short-term assets and a period of 
contraction of foreign lending begun, many debtor countries 
with gold standard ourmioxes were forced to counter- 
bafonoe the ehango m the oredit situation by repented gold 
exporta. When by the middle of I Q^J inioruatiomd enpitat 
movements were completely arrester! as the result of the 
Gnandal orisisr the gold reserves of Dumcroiigi debtor 
comitrkss were largely dopletod, and the only ultemaiive 
loft for them was deTaluution of their oumeincics. From the 
end of i&32 to September* 193C, wo observe a teverBal of 
gold movements, kc,, a flow of gold from the gold bloc 
to the sterling arean* Tlio fundamental <svuj^ wbioh 
induced the lovarsal of tlio gold movemenia i^vere the 
same. Exchange depremtion in tile sterling aroa exerted 
a deflationary pressure on intertud priiisefl in the gohl- 
Htandard conntries, and reatrictod their exports p wfaih? 
stimtilaiing imports from conutries with depreciated cur- 
itmcicfi, Henoe those oontitriea idiieh did not r&sort to 
dmslic exchange coirtrul itud imisort restrictinns were faced 
xvith disequilibrium in the balance of international pay¬ 
ments And b^an to export gold in fairly lar;ge quantities.* 

The mec hanism of gold axporta has brought into sharp 
relief some of the fmidamental feet arcs of Indian cur- 

TiUi^ ol Htk, eimw bail Nftrt ^3jwt«3 from Iniila. Arr^ordmg lo n 
in tlw tninml mpoTt af tbn Bank. q| T&tDEnatloniiJ 
f^ttlatbeutA fm 1034-^'! gold in taiiia from iq 

lUSa In' u lEEuUmiiiri of rrtih». Of H'um ajliaiini ^^-4 

par hsA boon vxpartfid aiiroe 1^31. 

' wna bet by nw^fmrknii, Ualy wJid tuo^t df all 

by .tmJ a^uirot) by Uiiltda Kjnp^gnu 

Korw&y, Afzii=a« Finloml jtiu) Bci%ixutii 

* J| ho nofod oanntfw with [}opiwuit«d fturrcmcidQ ubuv 

mortal lo ol tm ft m^tbod of lumnttiiiuiip tlWr 

E^clutn^infi nt n law im^L ill tdtTDV Yor CGcaTnpIcrR iW 

mkkbqnk hcpUUji^ by IM mLlIioii KlOiier bciwnoik 

3CAr(!h< 1^3^ itnd Dweinbcrt 1933^ wiEJi iMm obldd^ In viirw. 
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r*^iiey diuring iht^ Qt^ixt ttepTts^&ioD- It may 

1*0 focuilloci tii£it go!cl exports wef^ itidueod by iJifi very 
oflt. i>f die (k-yeduatioD &f tlio rupee iu terms of gotJ widolL 
at 0^00 raised tUs rupq»-priee of gold. 8iiice goM is a com- 
mo^ty wiiiuh is umversaUy ac<»ptEiblfi, tlte deiumid fbr 
wliieii has moreased greatly duo to rise of liquidity 
preference caused by tbe Boprflaaioti ttiiore being im up- 
•fford ehift in the domand ourvo for goid^ and wbkrJi liaa not 
to erLcrciuuter trade barrjeia in the coiinso of its p^fkge from 
one comitr^T Ux atiotlmr, tho exports of gold wiire at once 
irtimuLitocl partieukrly at a dmo T^heu rbe vaiuo of agri¬ 
cultural productii (which we export) in terms of mdusihriiLl 
products (which we import) luui fidJcD to die dctjimeut of 
our actke balance of trade. Had there been a reflutionary 
riata of dom^tiic prices immediately (i) either by prohibiting 
the exports of gold and commandeering private hoar[k and 
oonYerting Ihem into a basis of expansion of paper moncyg 
aa was done in Amerjoa. or f2) by expatision of oumnej 
even when retaiumg the aterting hnkj the outflow of gold 
Would haS'e slow^ed down ond would have been eventually 
arrested altogether. But, os lUxeady pointed out. thme 
was heavy price deflation in India wJiich heightened the 
rkJlationaiy effect of the ecooomio depreaaion and brmtleiied 
the differeaoe between tlie external price and the nipee 
price of gold. To elucidate tJiis statement we woulii enipha- 
siise an important peculiarity of tlie dishoarding of gold in 
India. It is veiy often jgnare<l liiut gold for export has 
come not from the currency reserves of the central biuik 
a& ill other oountiifts but from private hoarcb. In India 
these private hoards of gold hiive reijreeented a form of 
capital asset hlio land from dme huiiiomorial. Under 
dellationun' pret^uro the agricultuia! population have beem 
compelled to part %ritk these assets, Thu^ dishoarding of 
gold is incroly the eflfcct of debt liquidation which is st 
universal phenomenon (connected with the pmeem of 
economic oontractiom the contract ion process has 

set in, a ilobtor wheu he b pressed to repay a loan 
not al^rays in a position to meet his oh%ntioii out of 
Ids current receipts. Ordinarily lie will be forced to eeU aeaots 
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iu anltir to niise ihs fuml Ibr dia^sliftTjpj of hi^ tUbt, He 
timy ^^luritkap re*! cstiit®, or coraiiitHiiti<^^ of (UfForeiit 
rlfidcriptiqau. Tlietic fbroixi salea must b^vir 4 
mlluence oti tins price of iht assets with cain^- 

ipicBoes/' * There is no doubt thub in tndiu the bulk of tlua 
inr^rii&l sabs of ^old imve luM^n forced ^les which have 
had a depie^ssiug influence on thq nipee-prioe of gold thus 
widcniDg the ilifFerence between the Lnionml and tlio 
estenud pdces of gold and stunulating gold exports in 
unusual quantities. 

The uiainteiiiutoo of the mpeo-eterlhi" link at Cd, lo 
tlie rupee ooucurrentJy with heavy hitemal price defiatioEi 
haa constituted tt oonditioniug fautur of gold oxportfi- Aa 
the result of the internal appreciation of the rupee, ila 
external purclu^ig poi^er remaining the same, the rnpoe 
was imdotYalued in rehition to sterling. According to the 
Lea^ut of -VdJiojttf' S^port &n C&mmtrcial Banks, J UihJ-Sip the 
extent uf the imdervahiatioii of the rupee ■wiia 10*31 per 
cont^ in per cent in lh32, IGdfi pec cent in 1033^ 

iifLii lS-i3 per cent in 1934. As already out-i sineo 

priotrf^ in India reniamed consistently Inw l)etween i1J34 tmd 
ID37. whereas there wiw an upward movemeiib m otlior 
eountrios after 1935, the undecvalnatioa of the rupee in- 
creaseil still fuxtixer* Thtis the state of the exchanges was 
such that the rupee prioe of gold was lower thaii sterling 
pricse expressed in rupe<^ at the prevailing mpee-sterthig 
market rato^ Ent it muFt he home in mind Hmt tinder- 
Yahiatmn of the miiee uoa merely a canditioning £retor 
hi tlie proc^ of ^d oxporta, a reheettpn of the mtemal 
oTorvaluation of tlie rupee due to hsavy price deflation. It 
h hiterastnig to speedfate how interuol priiie deflation 
could bfl maintained in tiie face of the external imder- 
valnation of the rupee and thus tunied out to be the pee- 
daminiint factor in the Indhm eecnemio situation. First, 
owing to Ibe upw^l shift in the demand curve for gold as 
(‘ompiired to tlio demand curve for particularly ugricuUural 
piudncte dining tlie depre^on^ iiw undervaluation of the 
rupee liad no expanfiionary effect on gold exporte rather 
1 HiiterleT^ imd p. 235. 
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than on oommoditj oitporta. Serondly, lUc foTped saJes of 
capital flasetii lifco goM and aiao LuiU liave mtonaiflod the 
oeonoxaio doprassioii in the munttyBido. In so for oe the 
aalo pnwHsedfi of gold (^inverted into rntgotiabJo aeourifcies 
Wo formed the basU of ne^v beuk deposits, or cash has been 
diflhoaiidcd to buy gold, an eatpansionuiy effect of gold 
sales ia ooneoivoblB. But it is doubtful whether gold ciporto 
have inoreased financial ciroulation and oontrihutod to 
uitemal espansiou to any appreciable extent. La^y, 
it is not inconceivable that the oairenny autJtorities pumoed 
an active defiationiuy policy itiiich waa indvspojteabb for 
a smooth, working of the mccliaoism of the diahaatding and 
export of gold. 

It is not contended here that gold exports per se Iravo 
led to economic disaster. We are inclined to ngree witU 
Keynes when he Bays that “in time of ijeaoe to aubstituto 
gomia for gold when goods are cheap in terms of gold and 
gold for goods when goods are dear hi terms of gold R-iJl 
bo Iwth aocitvlly mid financially profitablo,"' But wiiat we 
oondonm is the fimdaraental cause of gold exports. Per. 
tiie heavy price donation ududi lias mark iJie rupee a cur¬ 
rency which has Iwen perhaps as mtolnrablo as gold and 
not “ft onnency only one degree less uitokrabk than gold 
itself, “ na Hawitey characterked the pound sterling after 
September, 1P31- 

The above sumi'cy of the naturo and motliods of cur- 
encj stobilisation in India iu the post-war pepLMj reveals 
ft ratumaio of ouneucy mnnagement which demands the 
doaest semtiny at the present; juncture. In India the principle 
of atabilisatioii that has been, traditionally followed is the 
principle of exohon^ afobiUty, It k obvious tlmt if the 
exehfliigie'mte is maintained at a partietiiar level which 
is n^orded as the bade norm, the intecnal economlo structure 
is exposed to econoiuie fiucttiatioiia originating in other 
ooimtries—fiuntuntions which may be not only of the 
nature of sooular dynamic changes in cconomiti iifo bat 
aliio Hbort-mn Quetnations w'ithin the secular trend whicii 

' cr. « ptq»r H.'L'mitJj' mad twtam thn KconomJis Section or iLn Aritiiili 
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it lifta been the ordinsiy task of monetary autboritiei^ ni iJie 
potrti-iiTtf isortl to mi>flenite by clcliberate clevioos* In the 
pre-war world of internatioiiEl gold atMl Dompara- 

fiw freedom of tmtlo the opemtioii of the geld ^tandunl 
gmyanteed, witMn limifca, stability of on well as 

lability of esohanges. There insed to lie a fbcetl pur- 
oliosing power ptirity based on gold parity whioh niftintaiiied 
the uatioiml piioo bveb Coirly in iifirmony with one another, 
Botii intomationaJ ec^mlifariuni cir harmony of national price 
levels and the adjufitineutof the intenml istrnottcEo of prioea, 
prodiiotLon, wages and other money inoome^ to tlie fi^ed pur- 
iJiaaing po\^'er parity were neliieved to an appreehirbk' extent 
throng A fairly flexible eoonnxnio syatemi a fairly ileribJo 
equitable difitribution of gold and a fairly s^mtHi lh working of 
the intecaatioiLnl gold ^standanL Under these conditioiia ox- 
cbange stability more often than not fiecrured priee atabilifcy* 
But in the prea^ day world conditiotiB ere just the reveree - 
Thus we obfiervo the phenomena of closed eootiomtc aystemti 
based on more or less self-sufficient and rigifl economic 
uftructuiBS; of siyatenia insulated againat oxtemal econonik 
pressure and ditturbanoe^ by exchange depredation^ »ys- 
change oontrol and toiifl' and otbor trade barriera; of aciito 
dirliarmony of Tiatioiial price IcTete ; and of liuetuatuig 
purchasing power parities. These fimdanjental changes ore 
due, among other tilings, to the breakdovra of the inter¬ 
national gold standard. Under ihes^e changed eonditioiis 
the maintenance of exchange stability has espoAed India*s 
mteiiial economic struoture to grave intomational uiahuijn3t“ 
menta which have shaken the foundatlonK of world economy 
in recent yeatfi, and has profoimdly disturbed her external 
^tiiiibrium. In. this respect lun- currency policy has run 
ooxmtor to both enlightened economio Llieory and lurtual 
practice. 

RiTTO^TitJE OF rOi3T-W^ C^JKRCT:CT MA^TAOIhM^T^T 

Judged from this point of view post-war currency staiallsa- 
tiou in India has Letrayod its inhimiitly artificial cliaraofcerK 
The attempt to stabilise the nii>ee at gold in I [>:?0 was 
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a failure because the cutiis.tropliie fall of eitcmal 

privies, Vi’hich was tratusmitted Uirongh an overvalued 
rtipcc, was too much of a diaturbanoe to be tolerated by 
our uitcmal ecotioiuio struoture and price syBbem, The 
snbsequcDt dedeion to leave the cxchangB-rate to fiml it« 
OM’ii level had a ^utary oSeet upon our iatemal eoonoiuv. 
As Koviies testified Iwfore the Ililtm-Young Gomniisaiaij 
the currency authorities by abstaining froiii exchfuige 
pegging at a time when world prices were in scrums dis¬ 
equilibrium pnotcfitjed the interiml econonfio structure to 
a certiiut extent against the fluctuations in gold prices dur¬ 
ing the tjoom of und the slump of 11)21-22. During 

the ratio oontroverej of 1020 foreign m well as Indum 
exfietie urged with commendable foresight that since 
natiaiml prioe levels ivero still eut of harmony ami vi'vre 
PliJl fiuciuhtlng the outrenciy authorities ahouhl sit on the 
fence anil await developments. But if they ataliiliscd tlm 
rupee without " nta i n t afn i n g IcgiahtUve freodum to adjuat 
her cxoliange to the eveuta in tlir outside world and so pre- 
serviiig the stability of her intemat prujos” they ought be 
guilty of importing iwriotni inatahOity into tlie coat^pricea 
stniotunT if world prices llnctuated later. Sir Basil Blachett 
must have toy«l viith the ideal of prioe stability; otherwise 
it is amazing that bo should Irave sought to jnovo ttml 
exchange-stability at tim de facto rate of 1^. (fef. ImpUeil also 
hitiornul pid<je stability un the groiiind that Rrithih, American 
and Indian prices hod somehow “ootne tngBt-hpr a figure 
about BM)," and that he should not have taken the elemen- 
tniy precaution atiggestoti by Keynes and otlier Indbn 
and foreign witnesses. Tbe fact is that the movement for 
stabilisation in rndia was inspired, if not dictated, by tlie 
reatomtion of the gold standard in Great Britain in 11)20. 
But, m events have amply <leiuon5tnated, a^abiU^tlon was 
ilUadvisod ami inopportune in both countries, Ab Sir 
Walter Layton saye^ mli^takD that we Euade ixi 1024 

to cndcffl.voii£ to set np an intematiQaaJ nionetiuy 
uyateiu without Imst miikiiig sure Omt the eeonoime l^aok- 
gruiimi was right/' Wit do net know how the “eeouemio 
bnckgroimij was studiod in Ehigland; but it m amaEiiig 


302 ECONOMIC PROBLEMS OF MODERN INDL\ 

thiit ill IndiB flo mtuoli was made of sectdcnt&l pajtty of 
Britfeht Americsan and Indian priises Mul tliat aaqii 
g^ted emphania was laid on mea^itnemeuta of puircilmsmg- 
power parity bused on eompsrii?oii^ of priee bvela ns If 
these affbnJ reliable (rrfteria of overFaliiatimi or nmlet- 
Talofttion of ^ coup try ciurreisoy. At any as 
has ahown^ the pound storling beoome oYenrolnod in rela¬ 
tion to gold after 1025 and exorebed a deflationary effeet 
upon Eaglond^s foreign trade and dislocated tier internal 
Boonomto fitructnre,* In India the link of the rupee with 
the oTurv’aiued sterling transmitted the fall of ^sterling 
prices l^tw^een 1924 and 1929 to the Indtin price system, 
and created internal instability of prices not only abso- 
lutely but also Telatively to prices in countries which were 
the best flustomcBs of India. So far as «xiemaL oquilihriuni 
was concerned it waa also thretitened by a firndamental 
chango in th* barter terms of trade whioh mamlested itself 
in 1920^27 and w'aa Buhsequenlly reflected in the steadily 
shiinking active raerchandifie balance of tra<te in later 
years thus Lkreatening the eqnilifarinni of India’s balanoe 
of intemaiional payments. 

During tlifi years of depression the twofold disturbance 
to whioh Indian economic lifo waa exposed after the cur¬ 
rency stabilisatioii of 1927, (1} internal price instability 

mardfesting itself in heavy price deflation and (2) shrinking 
of the active merclmnciise babnoo of trade, was accentuated 
Bmt by the agriooltaral depression and then by tho induBtriai 
slump. Such maladjustment was not peculiar to either 
Great Britain or India, But a dbpaesionate survey of fb-cLa 
given abovp demoit^tratca very clearly tlmt wliilo Great 
Britain and i^ciiltural coontries like Anirtnilia and 
Sweden had mcceeded. after tJie ahandoameut of the gold 
standardt in stabilising intenml pricra by reflatiotiary 
adjustment or at !ou3ti by arrestiiig the avulanelije-like foil 

iumieft, C 4 Jii»f|ucaii£;S of Mr. In nn 

■tldfsodtim "to Uw UAiport by a tjourt q( Ertqniii'' etJafiOminfi Tho Coftl 

iodlatry Ditfpia», 102^ Sir Joaiali Stamp [lUwitoa Irasn. Hm 
IP fTpnutl^ to tlw oocokuioii tl^mt tbn nioill causes dE thc^ troublaf; 
in tbo Wrnrii g ludustry tF&ra dtiflattOn nml En^liLnil'iB edLuiII 

to gottl. 
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of prices mJ In rostoring extemitl equilibrium througli m\ 
or fl.t relative iho of prica$ combme^l witJi tlio 
dotalu^tio^ of thQk cunonisies, India luw pituited herikitb- 
on tlie traditiojuJ policy of esebaijge ^t^Lbilrty wJiich baa 
tr^igntitted the deva^^tatiug deflationai^* idiools of the 
^^orlii depn^on to hor internal economy. 

DrVERGEXOE BOTWR-RK PKOFESSIOX AXO rEACTICEI 

Curiouijly enough wo Jiud a dive^goneo between profes¬ 
sion ami praciioe in the realm of nionetary policy both in 
the case of Great Britain and India^ At the Inipenal 
Economic Coiifeienee iield in Ottawa m IQ32 authoritaLive 
prondmicemeELte were made by lepti^nlaitivos of the 
Emijire countri&s on the question of monetary policy. The 
Confemni^e was beU to lay the foundations of inter-ImperiaJ 
Btabilifjition of commerciiU and monetary relatiorus. At this 
Conferenoo Sir lloniy Strakoach^ Member of the Council 
of India, w^hile onunclating tlio Impcrlfd monelary policy* 
declared: ^'Pending the re-establislLmcitt of a stable inter¬ 
national monetary standard tlie Empire conntrirat should 
as far us po^'blc adopt a common atandard of value, and 
the whole^le teW of prices in terms of tliat common 
standard should be raised to a point at which an eqtnlihriiim 
is re-ostabli^hod Iwt^veen costs and that level of prices, 
Furtlier^ on the attainment of that lovely monetary j^oLicy 
ahould be directed towards mamtaining it atable both to 
teXTiifi of conmjoclitie$ iuid in terms of other Empire cur^ 
pencies. The Onited Kingdom being tlic greatest centre for 
Empire traile and finance* and being in a very strong 
creditor position the rest of the Empin?^ the trend 

of prices in terms of the common Sitendanl must depend 
ill the fuiiin upon the monetaTy pohey she decides to 
Wo cannot iuHigine a more clear enoneiatlon 
of the policy of a reflationary rise of prices wdth the object 
of to-estebliBliing the eoste-prices cquibbrium. It is obvious 
that Sir Honry regarded the costs-priccs equiUbriiim as 
the fundamentel ba^ia of fitahiliaation and exchange- 

^ImpernaJ E^iujmb: Onilemtcc^ Rflfrart l« tte Ocka/finnice, 

p. ti± 
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stability ba an ul^Jeotive ivtiioh uin^t be auboi'dlnjite to, and 
L-onaist^mt with^ «kN^-pneeis equilibrUim. U^l tlik laliona] 
tnonetary polioy^ eo ably stateii by otw of tbo 
ro|itescjitatived of India, iiean only partially followed b}' tlie 
fiovemment of India ^ India’s oconomio t-rEVToU riuring tho 
depiE^on wontd have been mitigated to a coimldetable 
extent. Sir Henry Straboscb gave a brootl bint that Groat 
Britain ahoufd toko the lead in retlationory readjiistnieiirt. 
T)iO leader of the New Zealand delegation put the i^suje more 
tslearty ivlion ho said: "We con make some local fiiljufit- 
ment^, but it is simply impossible to rcetoro even a reasou- 
ablc tuoHanre of ^und conditioins in the Doniiniou uulosa 
iLhd until the general priixf level hi Great Britahi is Inoi'ensed, 
and i}bmreased That is aomolhjng whioh otin^ 

not be left to take tare of itgeJf.”^ The tea|XJti^ of iir. 
Neville ChambeiliLiD, Chancellor of tke Exohjoqnerj was no 
less clear and ciiiphatic. He said: ^*1 ivant to make it jier- 
foctly obar at onoe that upon tho desirability of rui^hig 
wholesale ooinmodity prices tbo United Kingdom Delegation 
IB in full sympathy and agmsmeni with the Domihibna and 
India,"* At LheLi^ndon Economic Conference hidd hi lt^33, 
whhih broke up ae tlie resutt of a elaali of monetary polioiesj 
tlie United States of America and Sweden w^antod to redato 
their domestic price lovek before iptabilmng exchange] whilo 
Frmict)^ England and some other countries favourod 
a tcnipfoory exchange stabilisation prior to domestic 
reflation. Wo need not go into the tmtiu of the two 
polides* But them ia no doubt tJiat both partiss did want 
n redationaiy^ adjnstmotii of prices with a viou" to restoring 
the costs^price erpdhbriuiti. In spite of the hiiluie of tJie Con* 
fer^nee it is aignifloant that Great Britain and the majority 
of the eountrics betoogbig to the "Sterlingaria** reiterated 
tlin policy enuneiated at Ottawa, and liigned a i^-called 
fniperial Declaration whioh said that « cmilitiued rise iji 
aimmofhVy pnicee wm d^irahk in order "to restore (h^ 
arHvit^ of indn^^trij ond e^nplo^ent, injure economic 
reJkrn to the prodwer of primary tommoditie^^ and hamionise 


11miwria) Eoonamki C^Dforieooai, 1933, B^mrt to ilte p. 129. 

‘ IbiEl., fK 143, 
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btird&n of d^bts atidJisGed charges wiih &>yrtomic capacity 
Tnfliflnfi luirdly jpealisc thatr wbat they have bceii deiuaajdiag 
for aueh & long time and even now (of <JOur?e ver>" qfton 
with n wrong and perverted emptiafsle) b incorp^^rittod iti 
all Imperial Declaration which the Government of India 
waii, ajid still nioreliy bound to respect aod impkmieut.* 

Subsequent events have ^own that Great Rritain huB 
paid only lip homage to the ideal oF redationiuy stabilisation 
of sterling prices. Mr. Reginald SleKenna who was so 
onthusiEvstic about the Imperial declaration believed that 
the signing of tiih decUkration by England place^L upon 
th^ Bank of England the Jr^ponsdhility of initiating a new 
monetary jiolicy, Bui price relation has not gone go far 
as it should have gone in the interests of Imperial eeojiomie 
stability without which Impeitol monetary unity iiaa little 
meaning. Xevertlielesii, Great Bribdn lias solved ixBV 
domestic problems moto or less simoe^fully. The devaluation 
of the poimd after Soptemher, 1031, in so far as it correotod 
its pFeYLous overvaluation In terms of gold had on obvious 
expaiiaionaiy offeot upon industty^ trade and employment* 
As Sir Walter foanou eays, by means of devaluation the 
continuing prefigure of an adverse balance of trade %vas 
removed, and external equlhbrinm regained. But the cen¬ 
tral feature of EiitiBh currency maTiagcrucnt during the de* 
prea^«iiun ts impericctly realised in this conutry* In the 
word^ of Sir Walter Ijayton, which bear repetittoo, the 
pound has been allowed to find a ^‘tmtiral leveU^—a levol 
determined by “the existlug situation of international trade 
and all the ouncomitaut series of conditions which determine 
traiie.“ MoreoveCi influcuccfl operating on tlio internal 
ecQtioimc structure through tha balance of Intern ational 
payinenifl are offset l>y the operation of the Exchange 
EqualiHation Fund. Thus thciq is no rigid excliEuige 
Btatiility which is regarded as saoroaonct and ois on iinaltof' 
able basic norm. Although no country uuderstanfb the 

* Tiijiwrp nwniv. 

^ iWf. MvKeiinm in fchfi J/itflotK? fartT m', 

Jiuiiui77'‘F4b]^yafy» Jea4, iifgjiwed tim opinkia Otat *'Thia d^^Uiffitkni 
wvU pmv« ihP tOHt itnpofUnt cij faith thv yrodd lnui 

y4^t luvl on tha 9ul?jD4a Itiodfitary policy. 
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need for maintaiaiiig reasoJitabte esohiLii^ ability Wtfc«r 
tiiiin Great Britain^ yet ther® is at the same time a keen 
Aixxioty not to orer-empliasise tlic elamia of exelmn^o 
stability Uy the detrinLent of the lutertml oosts-prioea 
Htmerture, 

Oiher ooufitrie^ of the '^Slierliiigana*' for want of A djofniil® 
Jaad Irom Great Britain in the shape of a ^^anW^uitial rUr® ” 
of sterling prioeia appear to have felbn bt*ck upon a doniestio 
elution of their particuLu- monetary probfems. Por exam p lo ^ 
AS already pointed out, Sweden pursued an mdependont 
polic3' of reffatioiiart" stabUiaation of internal prices nmi 
stabilmtJou of the ooat of liTing even at thn expense of 
exchange sti^bility in relation to sterling, tlma iaBuiatmg 
her mteniol coemomio str^otiiro almost ooxppletdy imd 
uffccrtively against the world dcpncftrion.» 'the ba^ of this 
fiolioy to make ^'rvise odiustmenid of foieigti exiilmi:»ge 
operations to the doniBslin requirements of the flountry; 
tJiat iH* purerha'^mg foreign exchange to maintain a low 
foreign Yaluatinn of the Krona; abandoning the exchange 
stabiiily of the Krona with the English pound when sruoh 
exeliiango stability tende^l to pull down the Swedish price 
level; but mam taming a stable sterling exchange w'hen the 
benedeial inflimnce of a of Britisii wLolosaln prices 
coiihl llitE^ be made to eflfcol a cotTespaiidtog rb^ of the 
Swedish wholesale price level."* In Ansiraliih the galtl 
standard ivaa alnmdpncd in NoremlMr, [MU, in order to 
liermit her **the full ttso of her gold reaervoa to meet ext-emol 
obbgatioDs^'^—a cowoe of action simibr to what bidia 
adopted after September» 1931,® But evontnally Aui^iroliit 
resorted to considfirablo <tevAliiatii:>n os a reHationary 
meaatiro, and the depredation -'prooeeded to a point wheio 
1S5 AustraliAn paper pounds were nquiv^olent to 100 gold 
poundsp that is. the pEtice of gold was rabed 85 per oent."^ 
On ih3 other hanil« India has jiersistenyy dung to exchange 

* Tbd Bd Dr,. FtflAinr cuiataiilaf tlap lami gr i 

VfkltlO of thp Krofsa WAft dottirouncd izutopondj^nily of ^ then [h>ir'ri>iri tlut tip 
Sw^idcil did 11*1. bcUm^ tt» ^^StAHinguriii^ EUFiip/' 

p. 40Qp) 

* F^iiir, ^zuh^Utd p, MO. 
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at the cost of iiitemal price Blability—a policy 
liaa, as we have sliowHj led U) unpreeeiletited price 
de&iiioti and pamlyaie of econondc aotivity and i» warranted 
neither by the profeadons of i*er aearf!<lit€d repif?i^itativca 
nor hy the tUeoty ai^d piactioe of post-war ciuTency 
ijtabilimitiDn. 

HEAL CASK TOK OKVAt^ITATrON 

The caee for the devaluatioiL of the mpoe pre^iited above 
in the contest of iotig-mn tendencies and tlie fiindaniental 
maiadjustnieiits of our uational ceoDomy; and from the point 
of view of the post-war monetary theory attfl practice^ iins 
l>cen stated in Biucb a manner to clear up the mdic^i] 
isanca involved in this controver^yp Tim k not renllv a 
narrow bsue between ati histckrio norm of Ir. 4fL atrd the 
norm of irf. iW,, which has become equaliy biEtoric. The 
issnes are much wider^ Do we want |>tiee stability or 
exchange stability in the abuonruat ciroiraiEtancee of the 
poet-w-ar worlds Devaluation being a moans to an eneb 
an iiLStniment of monot-ary stabiLiBatien^ is devnluatimi 
enough to fieenre a reflationary stahiiisatioii of the hitenial 
piioe level and get rid of the heavy price dofiation which hss 
paralysed the economic life of the countiy ? Or ahoultl it be 
Biippkmeuted by other meaewres? Do wc want a natkuial 
fciilutioii of the problem of price deflation by insulatmg our 
internal economy against external di^qiiflibrium ? Do we 
want alterable exohange parities and tho freedom to 
adjust the ratio aococrling to tho fundamental needs oftuir 
naiionid economy! Do we want the o3E0hmtge-vaiue of the 
rupee to faJl in the same way os Great Britain baa recently 
allowed the sterlmg-dollar rate to fell from the historic 
par of 4.86 to nbout 4-66 hi the course of a few months in 
order to oorrect the overvaluation of sterling and thus to 
improve her export trade? These are the fundumentsd 
questions involv^ in this controversy- And we have already 
tndioatod the manner in which these questions ought to i>e^ 
and have actually been, answered, particularly by agricul¬ 
tural countries dmilarly situated os India. 

Unfortunately the question of devaluation has boon 
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receiritJi' deljatiKl agMOHt « nairov biKib^otiad of Hia rcoent 
f'liidt; rt^tKSi^ioii oiu! tiwj cUSiculties of tlic uurrcficy authonticB 
in the fftce of ^^ngging esolionge, Sueh a ptroceduie ia apt 
to cloud tJie witler and more vital issues. If, for 
h |iroved that tho present ratio ahnuTft not be altered 
on ftiudsmental grounds and limt it iias a teiideiioy to 
fiocture e^tomal and iutcmal equilibrium in a fuiidamenial 
sense, tlwo them is no fchscui \viiy it should be l{)'k^'erHl 
aimply because the currency authorities Lave Ijeen facing 
temporary diSQcnltdes. If, on the other band, the coutmry 
is proved, and the ratio b not held to be justified by the 
known enteria of internal arid external monetary equili- 
hrium, if, for example, the rupee has been like sterling wbich 
was overvalued in relation to the dollar tin til xeeonlly and 
Imd threateiiod the balance of {jayments of Great Britain 
and w'lis. tlisrefore, allowed to depreciate to resell a mituraJ 
bvcl, tlida, of course, there te a rational case for devalimt ioTi- 

ttESOLmoN or tub wonKTKo ooMsirmiE 

There is no doubt that the Working Committoo of the 
C'oiigress did not state the* real issues clearly in tho resolu- 
fion Tirhich was the subject of a recent Govenuuent 
ctanmvviqvi. Xhej' say, ‘‘iiiuce June last the balanoc of trade 
has turned more and more against India. The Cotitiaittoe 
ore of opinion that Uie rate of i*, <id, to the rupee hoe liit 
liard the ogricultuiist of iius country^ by lowering the price 
of agricultural eoniiiioditiea and given on undue and unfair 
otlvantage to imports into this country. The Working 
t,ouumttec ie BatiaCed that the rate of J#. 6d. cannot anv 
buger 1» mauitiuned on tho balance of trade.” Pufor- 
tunaicly the W^'orking tbiumit-tee have started with a pre¬ 
sumption whicii is not suppotted by facts analysed above. 
The Govoniraent of Inttia seem to have made much of this 
error, but it is nothing but shurt-aighted complaocuey to 
regard the Impravciimnt in the active lialanee of trade 
since June. llt3S, as signifying a real uptiini of the trade 
oycle. Li fact, oa die Monthly Review of Rnsiucss Cotiditbus 
in India during Oolober abowa, the foreign trade position 


d’evaluation of the rupee m> 

tlenjriomted ^nil tbe toigcf exports of gold Fu^ituined 
the bdauce of paymtmts m a whob. Tht? second of the 
Hirw Rtateinents qnotod nljove, coming as it does after the 
firat (Ut a statemeint of la crroneonfi), obvioiiBly 

appears to be ixjmMjyted with the firsts and since it lefere to 
a mktaken mw of tiio idtuntimi as it doteloped after Jmio, 
PJliS, it io^ it^ force as an argument. The tepiy of the 
GoTOmmeut of Indhi thut "'Since June lust the trend 
of the price^index of tho chief artiote of export htta boon 
definitely upwards eeema to elbi cli the argmitent^ although 
tliore is dttte evidence to be miduly optimistic about the 
trend of prices of primary commodities sueU as India 
exports. But from a broatier point of view it ts a tniiam 
Oiat India iiaa suffert'd alter IttSl from a licavy price 
defiation which Iia^ been without pre^jedent in the re^t of 
the sterliiig bloo, ludimi ^ricultnriste have been hit hatd 
both absolutely and relatively, and alncc, owing u> gold 
exports, the balaueo of tmde could not be readjusted to 
a lower level of imports, foreign imports have been rcs- 
tricte<i to a much smaller extent than Ihey would liave 
b^n othorivise- The Working Cdmmittfje further say that 
diirhig the last yeara rupee ratio Jieen 

mainteiued by large exports of gold wliicb have been very 
InjiirioTis to the aountryp'* IL is true, as we liave ahead}' 
explained^ that gohl exports have fortuitouidy helped tiu^ 
curreitey Hutii^orities to nuuntnin Ihreign exchange on an 
even keel; but we do not mauitain that gold exports per 
have led to economic disaster^ What we condemn is the 
fuudaiuental eatUMs of moh gold exporta, the grindJjtg 
price deflation which has iiukde the rupee as intolerable 
gold oEmuncies. Tlic WorMng Committee have also expre^^sed 
their apprehemion iliat “eierling leaouroes have already 
lieen used up to an alArmiug extent, and there is a danger 
of fiirtimr e$erinm depletion taking place if efforts ci:mthme 
1o be made by the Government of India to maintain the 
present mtio.^' If wo exnmine tlioronghlj how far inroads 
liave been made upon the sterhng secniities of tbe Issue 
I>epartment of the Reserve Eank, it would appear tlmt the 
ratki of ""A” to liabilities in t!ie Issm? Bopartmeiii: is still 
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9i por mut ulH3ve statutory minimum of 40 
per cent, extent to ivhidi sterling ^eemitieti 

of thfi Department may^ be ckasm upoii wHboul 

clcSatiauarj eSeet on the uuto-Lisuo b not Imioiusideiruble. 
In extreme emorgmey ti pEUi of the gold held as im. 

of tJie Issue Department may also be utilised with 
safety, beoati^ the total vaiuejL of the gold held in the Issue 
Department was Rs. 44 orores and al>out 4E| lakhs on 
December 1^, MJSSi whereas the statutoty m mirn um is fta, 
^0 crores. It appears^ therefore, that althougli there Is no 
need for ''alarm"’ at the moment, yet the deplotioii 
of sterling ^eunties has beejt still continiimg there ia 
obriotisly no grcumd for selLeomplaccnoy eithtir. The 
Working Oammjltee further mgue timt now 

reached a atage when the rate *mn mdy be maiutamed hy 
a policy of oontmetmn of cumenoy and credit." A careful 
will show that during the porLod April to July, 
there was pbenomeuaJ comraotlon of notes in cireu- 
hitioR and that it is not imreasouable to think that there 
was considorahb active deflatiem, although the eonlraction 
of tlio note-issue obFiated t<i some extent by the lowering 
of the ratio of "A” to ilabUhleg in the Issue Department. 
Bit far as credit is cotuceniRd the Reserve Bank followed 
during tliiB period a commendabb polity of easy muuey 
in relation to the short-term capital market. During the 
Eecond half of 193& there was a gradual expansion of notes 
in cireubtion. but the abnormal rise in the yield on Treasuiy 
Bilb and heavy s?ibs of these Bills ofeated unscuaonid 
fltringenoy" in September, and later on the monetary 
stringency wliicli developed must- tiave strengtlicned tim 
basis of the rupee-sterling exekiuigeH 


OOVERNimKOT COMMtr^QUi oiff THS EUPEK RAJHO 

It h intere^firng to estimate the probableeffigete of devalua¬ 
tion according to the commimiqtii of the taOTemment of Lidia. 
‘^The Govemmeint of India itre oonvinoed that e tow-mug 
of the ratio in tlm existing intereatkmal market eondiriona 
would produce no apprecialib rire in wliat the eulrivatof 




DEVALUATION OP THE RUPEE 31J 

r^albe for (us produce^ Tliey fire eqtiiUly ccmviiiced 
timt it would p^¥>diicc an innnediate rL^ in the co^t of 
w!mt h& httys/* Jl b said tlmt thero will be no uppr^iftbk 
rise in export prioes a* the result of deraluatiou. ILivuig 
lUiuntialned that our export prices are on the up-grade they 
cannot but admit that there would bo a bounty on cspcrtB 
to the extent of the depredation immediately. The bounty 
may not be appreciable but m certainly welcome iu view 
c^f tlie CfilbpBO of export prices Huice the spring of 1037, 
But even if tiie up^tum hi the cycle of pricen and busmeaa 
ftctiTity fails tomaterialiscintheimmedb futuro.as we havu 
rcaaoiiB to thmk tt will, deraluation would an edbctlvo 

bii^tninient for fighting the economic relapse. In this 
couRection we arc et-rongly reminded of what Imppened in 
the case of Australia when she allowd her pound to 
depredate fiO per cent on gold and ^0 per cent on eterling 
in order to fight the depression. Ae Professor Copland 
observes^ "'With the depredatiDu of the cutrexicy the Tail 
in ex£ioTt prioes in Austraileui currency utoppeil, tliough. 
there wore miner fluctuationp/^^ In January^ |y3L tip 
export piioc index number was 51 per oent cf Itie I92S level 
m Auftiiiliaii cumeoey- It ftnetoated aroiindi 55 per cent 
nntil tlio middle of 1333^ and rose to per cent of the 
1P2S level itj the year 1033-34 as the result of a etrung riije 
in woof prices. On the other hand, prices in terms of gohJ 
readied, a deBperate position of 30 per cent of the 1023 level 
by the beginning of 1933. Ihls was ceriamly no mean 
udiioTementr and the ittothdic^ show iliat the volume of 
Australian exports was not only mauitakted but even 
tlirough favourable seasons. Indm should certainly 
consider herself forttmate if she could at lis^sfc prevent export 
prices quoted in TUpeee firom falling by devaluating her 
currency, in the second place ^ the Government of India 
in their natural solidtudo for the peasantry who form tiio 
backbone of our oconouiio life^ fear that devaltmtiou would 
bo ill^lvised since it wouht s’ja>Jieflfia/eJy increase the cost 
of imported goods ihafe the peaaaui buys. Theoretically, 

^ Memfp^ tin* papoE ax ■^AilstmliiUi Miinotify 

Pciticy in Dppn^^laii^"' p. 410, 
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tlevnluaiiau fts ::iii nrf mlortfn r^iriottv^ iliity o« 

impcFTts afr tke lima it iwfts os a Ikiimty on eaqrorte* 

But it b a fiiUacy to think only m Verim of the siiort'i'eriod 
ofTects of dOTnlnatioii and to suppose that ah the effects 
art^ c?diaustod in the short period. A& have said above, 
''There is a pemtanent advantage in foreign trade to the 
extent that certain internal costs, euch m king-term intere^C 
and rent oliflrgfes (and to a smaller oictent variouH tos 
oharges) wliicli form important dementi <if cost hi Indian 
ftgdcidture ami am fixed in terms of money, fiiil to rh^. 
Moreover, even suppoaing that mo^ of the direct «ulvantage 
of tleppeoiation is tompovary ^ ^ince crtnrency depreciation in a 
porii'id of dapre^im haa that kind of expaiiBioriary and 
recuperative clTect upon intemat economy which h cumula¬ 
tive in its momentum, it- haJ5 uitimateiy an expansionary effect 
Uj^n both exports and imports in tho Jong period.*" Let 
us euppose for the ^oke of the argument that the prices of 
imported and other gL^oils rise eventually as IIije? Eosult of 
devnluAtioii which ia accompanied by internal price roflatiom 
Now since the otdtivater will enjoy a temfioraiy Iwunty 
on exports luid fJfio a eertaitt permonont ad^'nntage in 
foreign tnide, his speridiiig jiQWcr will ineirease and lie will 
afford to pay higlier prices for the uidustrxal products that 
he bnys. For example^ in Australia atW deTaliiation had 
been aohieved hit ports increased from £44 millioiiE to 
miliioriB during 1&32-33 and rose to £S2 millions by 
In the words ^ Ppa&fisor Copland, '^Imporis wwe rteinwtiff 
wiih ^h€ ijwmi-w'rf spendijtg pomr accempnnyiH^? 
ujitl at tho Barne time tlie reiuarkable recov^^ury of thr export 
trade "'obviated tho uecea^ity forineumng new horroTkinga 
ui Ijonrtoti-”’ Moreover it is necessary to bear in mind 
that when doA^tmtion b accompanied by editable i well- 
pEannod messnrea to initiate and speed np economic 
reixivery (which aio briefly dlscusii^ below) tho prices of 
g(M>ds con^mned by the masses need not nocesaarLIy be high 
in the lor^ nui. Iti Austmlia, for oxomplep “tho caax^ful 
attention given te export prodMction so that it mighl 
expand ami the Ibatering of cfHcknt loecoudary productian 
^ p. 419. ■ SUtbilimt MohcVj p, 340, 
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tiompeUng with imjKirts^ were iuteg^iil imi» of the poiioy 
of reHOovm*/^^ Sinilliirly, Epeakiijg of Ta|uiii^ Mr. Eigo 
Fiikai iiayj9^ "we ii;ive lilfto lie&n favo^Ezed by & liigh pro- 
dtiQtiTo capacity. If prodttf^tioo co^ld not keep pace uilli 
ihfi ineroade in Gonsnmers' demaori stimulated by tbo 
iujecitiou of mcreased supplies of money, ti rise in prices 
woiitfl o&rtntidy result. So ns long lis there is a Iiigh poieutiai 
productive capacity the eupjily of goods lUEvy be increased 
at id liiglt prices will not. neoe^kgarily foUoiv, but only aug- 
mented production and ojsjxanston in tntrii^otions/^^ 

It is uot neceadarj* to assimiu tliat tiie potential productive 
ceifiacity ” of India wfij tiot. rise f.o the occasion if devaluation 
h aecompamed hy a rational plan of recoTcry and mdustrial 
expansion. 

Another argument wliidi liLks bejeu used hy the Govern- 
ment against devaluation is that "It would eeriously w'eakcii 
the hudgetarj^ position of the Central Government and Lhe 
larger Provincla] Govemmente-''^ Payments made overseas 
by the Oentml and Provincial Govommont indude interest 
on sterling debt, leave tialaiies and pcn^omi» apart Ixutn tlw 
cost of stores. The total involved is about £35 million and 
in tile uvunt of deTsluatioii these tranisaetitiiis alone would 
adii anotlier Rs* 5 crorea to Indian Oentml and Provincial 
expenilitiUre. Aa to Indian's general amiujiJ putch^isas from 
oveiweiiy, if the rupee ratio was lowered to U. 4d., Rs., 130 
cTore^j wmild have to be spent on what we are purchasing 
to-fhiy for Ra. 105 crorea. It is unfortum^te that the tlovem- 
meiit of India fail to recognise the expansionary effects of 
devatuation on experts aa well as imports and on the entire 
LDtemal economy. After all, the Government budget 
refiecte the state of economie activity and is dependent 
upon fciie incomes and prohla of the people. If there is lui 
albronnd increase of both money incomes and teal incomen;, 
if there b increased turn-over of goods and bnaines^ acti viiyj 
and if both intenuil and foicigD trade are stimulated jia 
the nesult of devaluation and Gdlted measures of economic 
recovery, there is every reason to believe that the los^ 

1 CaplaniT, ''AmUtilliUi ?iilAiiuUuy in fh 42J_ 

^ Jjtimmi Pf p. 3EH- 
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by" of Q^lmnge pn^mium vn otit foTvign 
debL ^oulil be more tbaii goiKi by the in- 

erreaffiog yield of the diSsixint fiouroea of itixatioiL lo the 
caii 0 of Jsipafi tlie Btatl^cal evidence tes that oa tlie 

result of the ctepmriatiun of yen ibnre uaa ‘'an increafio 
of flomo 30 per tent in the ptoplo's savings occumulated 
in iho vnriDiis financial m&Litutioiis^ iv 50 por cent incicaao 
in tile output of staple nmnufactui^^ the cloubJIiig of the 
value of es|K>rla, and u gain of aomo 10 per cent each in 
the national railway freight traffie, bimk ami 

fuetoiy' ejnploymeni/’*^* It cannot be ^eriou^iy suggested 
timt sueb amazing reouvery of econoinie activity niwi rise 
of incomca, profits, saving)^, investment and etnpkrynienb 
did riot react favourably upon the tiovemmuut budget. 
Similurly in the case of New Zealand* *'Tlie effeet of the 
depreciated exchange hoa been to raJi^ export receipts in 
temua of New Zeolaud enrrenoy. For the latest jwr export 
valuta are about £ NZ fiO million. At par of esechange witii 
sterfing they would Imve been £ NZ 40 milliou. The direct 
i^srult therefore, to innreaao receipt hem overseaSp to 
03£]>a.nd the national incomo ami tlio ^ponding pciw^er of the 
people, to promote niore active biminefiia, to maintam ad 
oeeurity voluea imd to augment triable i^apaoity. The only 
important money cost to the budget is the oxchangu 
premium un the debt service overoBaa whiiih anicunts to 
about £ NZ 1,.75 milbon on aniiuat payment approxbunting 
£7 mjJbon sterling. On the other luind the increase of 
£ NZ 10 million in export receiptfi idrculates throughoni 
the countryt Btinixilaicf:i oil other imiuBtri^, and tends to 
be more thnn doubled In its eOibet upon the uational iujcemCi 
The gain in revemun from taxation, whiidL ningea from iO 
bii 25 pGT cent of the natjnnal inenme, tenda^ thnrefcirei to 
be itmob greater than ilie i?ost of t.he exchange premium 
lo the budget.** In the Batoo manner in Austroba. the ti&o 
in the index of Ordinary aiukres &om a low of 52'i iti January, 

193If to 86^5 in July^ 1933, and of Preferred shares from 

cf Ji£im4iafy £Tp«fT«n^ p. ML 

^ Slr^ JL T«ii»r in JEwnoinic Iftliix, p. flO, by 

Dr. n. AiturkiO' ui iawfiun Fituu^, Aui^tai Ci l93Si 
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@r}-8 to it) thfi penikl and llif liise m tlie 

of Govemmetii Semitics in g-plte of Iho dr^tlo rednctitiu 
of yield, uidlccit«d lidng buaine^ activity whitli meant 
incj:‘ei» 5 ed taxable capadty all rounds 


RE'OElEiCTATTOy OF FISCAL 

Ill Iho eondiidltig portioti of this e^y wo bIuiU make 
an attempt to indicate tlie general lines on which tbero 
sliould bo a rcKirientatioTL of the monetary and the tincal 
polieiee of tlie Govemnient if devaluation h to produoe 
eiidiirmg results by initiatiTig and ^^peeding up the process 
of eeonoraic recovery. Monetary policy not the Wall 
and end-alt of tj<jonomifl policy; It is nothing but an aid, 
and an indispeiiiablo aid, to sound economic 

policy. Our economic policy must necessarily be broad- 
baf^d ou the fundamental objectiv^e of correcting the dls- 
tortioiiH in the structure of prices and production ciieatod 
by tlifi Depression. To reach tbb goal wc require a co- 
ordiuuted programme ui wlucli both monetary and non- 
monetary measures tnu^t l^e combined and a^iimUatadH 

An fttonoaiic depression wliich ia a prooesB of deflationary 
contraction always means a trwmcudonis loss of real 
income. It is possible by mouefcary measures to keep the 
loss of mtioniLl tucomn in terms of money as low as 
But tlie most profiaiug economic problem wMcJi ari^ m 
tlie euuTse of depression m tliat the loss of real income hi 
not and dietribiited over ail classes of the 

community* Deflation attacks certain incomes only and 
thus incmases i!io du^^ty in real rncome^ amongst tlm 
diflereut economia classes. Thus fallmg prices, in the 
absence of expansion of total productivity* automatically 
increase the share of the national in Dome going to tiiat 
section of the community whidi has fixed, money claiiiiSH 
This rigidity of the debt stnieture based on contractual 
money claims is one cause of tJie unequal distribution of 
Ihfi loss of real income and of the distortion of the structure 
of prCKluclion* Another cause is tlie rigidity of tlie cwt 
struttiiro, A rigid debt stnictuie hdp;! to create a rigid 
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ooet Ftmc^ture, ~Bnt Is the ciiae of the iudu^trM empkijri>r 
there nrntiy otlier dgici itieina i ImlT of hm eoFita 

of produotkm is noriimliy i^pncsenteil by imdi rigid items, 
indiiiliog, BoiaWyi woges. Wage T^fluetion^ are not po^bb 
because rent md a oiunber of other items comprised in the 
ooet of living do not move in lumnony wItJi wholesalo 
prices. As Sir Hjeniy Stralicmch has pointed out, in the 
Ijost-ww world a peculiar rigidity has been imported into 
the cost einietiire for reasons whioli ke oummHiises as 
follows; (cl) lEkcreased divkion of labour, with to corollary 
of incruased overlicad and relatively static clmrgcs; {h) 
increased mcdiiudimtion eoupJed witii Larger individuaJ 
imitB of production (a^n involving a greater ratio of £^eiJ 
overhead cdiarges)^ (c) an increased proportion of the 
world'* coanomic activity devoted to serviceg—i.e.* distri¬ 
bution and seUing—whofift coats do not react rapidly to a 
fall in w^holesalc prices; (d) incmased use of credit (whose 
costs abo are 'sheltered") in the process of production; 
tc) increased cartelkation of induBtryn vfith the imsvitable 
oonseciuence that Eicikhfid prices tend to move lee& mtm- 
tively than prii^es of ^u&fiiidtered' primary products.” ^ Is 
n prodcnmnantlj a^cidturat coimtty {in which a vast u i ass 
of indebtedness Jmnga like a inlll-^uc round the neck of 
the [>easaiitry) the diBtnibance in the costiB-pitcoB equili- 
brinm is Ukdy to be more sorioim as the prices of 
"■QusljelterBd” primitry products are jMirticularly scTusitive. 
Hence the outstanding evil of the prolonged proeesa of 
defiatioii to which India liaa been subjecto^i liu^ been the 
unequal anti slow' distribution of the less of real income 
caused by the econotnie criaiB and a i>oiTespoiiding liistortion 
of the strudum of production. Any measure by widch we 
can distribute tlic km of real income quickly and equitably 
amongst all dasseg otbsr than tJie agricnltumts will lie 
a step towards oconomic recovery. It will lower the cost 
of agricultural ptoductierip increase the voluroo of goods 
tliat the agrjciiituriste could buy from demesric industry, 
reduce unemployment, inoj^a«u tlie margin between revenue 
and expoudliiiFe in the Centra] and Provuicial liudgetd, 

I Zwoni ^ JUmefidry Erparm^f, p. 
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intHMiSe the voJiimo of domefctic prodiicLion competing 
'H'jtli jiQportc and Lclp to leetoro cur Emde LnUunce to » 
sound uiid stabie basiji. 


Al^EEHjrATIVX IlEH£DtE9 

There aie several ways of restoring the costs-pricca 
equilibrium and sliiiiiDg a part of the inequitable burden 
of loss of real tneome irhich rests on the producer of 
primaiy products to other Motions of the community, 
niictrie are some who believe that t!ic equilibrium should bo 
restored by an automatic lowering of eoete in the long ru», 
and when this happens eventually the loss of real incoino 
will tiave boon evenly distributed over tiie coininunify, But 
they foigot that leaving things to nature the proce^ 

ttf Gcoiiomlc adjustment slow and painful to tJie point of 
<luiip(!raLiaD. Aft Sir Heiirj" Strakosch has OEptauiedf a 
ItemiJiar rigidity has been imported into the «ist structure 
in the post-war world. The costa-prices eqniiibrinni 
en<hQuiiters nowadays almost irresjatible economic firiction, 
and natural furces are powerless to restore this equilibrium 
in a great majority of cases. Moreover, the problem aMumm* 
a serious aspect in the case of a country like liadia, where 
the dtaequilibriiuD is so viabuit owing to the high Ecnsitivo- 
ness of the “umheltered” prices of primary products, where 
there ift a vast maes of f^cultnral indebteduees, atir] 
where the agrioulturista who liavc borne the brunt of tho 
erieifl are least able to bear it, “A primary predneing 
country with a heavy proportion of fixed mterest'be«iriiig 
debt cannot enter lightly into a course that ivill cut in 
half the prires of its leading products, Tlie debt problem 
is much too di^eult of adjustment cm tltis bask without 
serious financial disturbance.’^' It Is quite evident tliat 
tlie pomM proceas of defiation lias driven the Indian 
peasantry' to a point of deapoiation. CJompulftoiy scaling 
down of debts and the abatement and arrears of [and 
revenue demand in all parts of Imlia liave been triHi as 
remedies, but they have proved to iw desperate palliatives 
^Cepdojid, Letiont tf Atmttarjf Eic:pefunux, p. 414. 
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widish ieutl to cure otdy tlu3 symptoms of a ilecp-rooted 
ecsonomie malady 'ivliiciti lisf^ reaches! a eritical Atagv. Coni- 
ptiiso*^' debt ^ottiament of tlie kind altamptod in tins 
various I^viiices of Incliu is a mjatliod of debt adjustment 
whick kas not boan free £rom ''seiiDus finiinmal disrwkonce " 
in the countryrade. It hn^ had a tcndcnt^ to retard eco¬ 
nomic recovery, and by ^scaring creditors has very often 
iii=orked ultimately agaitist the intmesifea of tkc agiiouitural 
dsbtors^ whikr It has fanned the smouldering lines of clo^ 
conflict. Al>ati:ment and arrears of land revenuo demand 
are aLbo temporary pallia tiviis and cannot really go very 
far without threatening budgetary oqnilihrium and accentu¬ 
ating tlie class conflict. llriDTcover tlierc is a dang)er that 
the Provincial Gov^onmenta may doYelop a deflaliomat 
mentulity. In times of acute economic depression **tend- 
to loTcl up incomea which are more often based on 
vague sentiment than on calm couflideration are combined 
with the pimtanieal wave. Almost; every oomitiy, it eeems, 
at flome time during the last depression gone tluougU a 
period of being plagued by thi> pnriiaji had cmi^cieoee 
about "too much spending" and the cry for a ^drastic reduc¬ 
tion of expenditure all round/ Tn Germany t atmosphere 
TVBa thick with it during the chani%llor^hip of Bruning 
and the British Economy Stunt of 19311-3;^ seems to have 
amounted to the same tiling/^* But the £act b that wn 
are tivinp in poverty in tho midst of plenty, and economic 
recovery being notliing but a pmcees of getting rid of 
fmrplus goeda and siuplus productive capacity, wluction 
of confrumption ami ultimately' the mea^rcs which bring 
about a reiluotion of conflumption can never bo a way out 
of lha One ehould not deny ilmt a deflationary 

prtjce^^ h^ Q piiighig and a certain amount of 

deflation is perhaps necessary for the restoration of economic 
batance^ Speaking of Japan, Mr. Fukai observe tliat "I'iio 
productive capacity of the nation was improved during the 
period of depression making available a supply of goods 
at less But Japan, unlike India, did not allow Llm 

filow parelypjs of economic ftcthrity to creep in. and hence, 
* Knpkp* Criw mwi Cfftskrt p, 153. 
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a-'t liB eays, wbeTi tmdijr the stunulua ef law e^dianga and 
cheaji ELoiiey i>C 42 asioii arose for liie advance of our goods 
to foreign marketaj we wore folly prepared to niskf the 
most of 

Anothjar method of redistributing tlifi Toes of real mcomo 
caused by t he depression b to mim the real income of peasants 
by a eomponsatory adjostment of the tax etmctote^ This 
ta being attempted by Congress and non-Congress GoTem- 
ments La the Provinces* The seotioa of the community 
which oomprises tlie dxed inierest rentiers, most salary 
eamersp a large proportion of Lite akillod and upper-grade 
wage eanifiiB axtd tile landlorda ufruaHy experiences au 
increase in real income during the pcrio<l of depression* 
and hence their taxable oapamty rises. Hence a trajififor 
of real mcome from these claBses to the agticuitural masses 
b being brought about by taxing the former more heavily 
or by othervvfee reducing their real incame (througii 
retrenchment, salacy Outs md reduced Govcniment 
expenditure incurred on these elasBes) and by diverting 
tlie resonreea so obtained to social expenditure benefitiRg 
the massesp pardeuiarly to proTiding relief hi the shape of 
reduction of lund revenue. TJie same object can be still 
better achieved if tlie Centml Govenmenfc aim introduce 
salary outs and ceonomiflO their expenditeno, steepen 
the groduatiem of the mcome-tax at the higher renges* 
introduce Death Duties aiici readjust then- tax structure in 
Cfi^r^linatioii with the Provinces on the basis of a long-mn 
tovde-uycle policy, Such an economic policy will certainly 
aeciire distributrvie: justice and give a nmeh-needed luuuedt' 
Ate relief to the agricultural masses. But it is at a 
palliative and cannot go very for ivitbout incrrcasbig the 
burden on economic enterprisOj creating class conflict and 
discTTganisationr and disturbing si^ciol and mdustiial rela^ 
tionsn The reporcossioiis of t hose on our economic life may 
bo disastrous^ particularly at a time when we ate lookiiig 
forward to economic recovery. \\Tiat we should aim at is 
economic expacudon and not more redistribution of the loss 

* Kifin P nlimi , "■Tlifr Bfmurliirjr l^iTwJ' Ilf Jtfpjiiir" pf 

^cmioty £jp/wrw«cF« p- SOS. 
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of TEuI invome which is bciiig attempted by Llic Provinces 
at tbo present moment- Ami for Ibis pDrpoAC itlonetaET 
poUoy is imtispetisable to a sooiid ccotiomie policy. 

Another methud whieh lias found favour with some is 
to cortpct tfio costs-prices disequilibimm fay restiicting the 
supply of comiDodities. and pattioulurly that of ngrioultura] 
oommoditieB of which there is supposed t o lio u serrious ghiT. 
jVb -Koynee says, “It may well fieneht the prodticeiG of a 
fiartioulnr articlo to combine to restrict its output. Equoilv 
well it may beneht a particular country, tliougli ot ihij 
expense of tlio rest of the world, to restrict the supply of 
a conunodity which it is in a positbn to contrah It may 
oven, very occasiomilly, beacht the world as a whole to 
organise the restriction of output of a particular cem- 
nujflity, tlte oupply of which is aerioimly out of balance 
witji the supply' of other thin^.*'^ ScheniBst of crop re^ 
Btriotion have been recently very popular iit agricultural 
countries, and even international organisations liave been 
set up to oQiitrol and restrict the supply of P^wotiitl raw' 
materials and primary products on the boaie of quotas. In 
India tea restriction and jute reatriEtion are instoncee in 
point. Jn the tjement and sugar industries the contml of 
a sheltered home market behhtd the tariff wall baa alao 
led to ttgolatioa of supply irr the face of sagging prices. 
But obviously in the sphore of agricultural production a 
restrictinnist' policy would reqnlre an okborato and ex¬ 
pensive madhinmy of rEsstrictio]] and usually succeeds in 
the cose of orojis produced on the basis of a plantation 
syfftem of proprietaty agriculture. But apart from tbo 
practicability' of restriction sebemea, “As an all-round 
remedy/* os Keynes observes, “restriotion is worse tluiu 
useless. For the oommunJty ae a whole it reduces demand, 
by destroying tbo income of the retrenched prodooers, 
just os much AS it reducea supply. So far from being a 
nwa^ to fliminkh unemployment, it is rather a method of 
distributing more evenly what unemployment there ie, £it 
tiic cost of aomewlmt increasing it.”* The Columbia 
Dniveraity Commission in their report on Foonomio 
> yfadiw ic Proaperilj/, p, 17. • Ilitd., p, 17. 
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B^cwistnicttoji tlm ultimate effeul of Testdction 

very iudfitvoly when tLey &ay that "*an all-Foiind applum^ 
rion of thi3 policy would make for gcineral [mpoTuriehnient 
and wotiM solve the probJem of 'poverty iu the inidEt of 
plenty * by lemoving the pkntyAiid we csxe iaeiiiiod to 
ogree ^ith them when they further say that ^ * Deli bora to 
limitntion of produertion. and even physical dfifltmetLon of 
and nropa in order to rsi^ the price of the remainder 
ere in efibei a onnfes^n of failure in rcepcct of our present 
ebility to deaJ with the major problem,"* 


fhooeamme of MOiTETAny KKroitM as aid to 
^ONOMIO KSFA3f9lOK 

It b Ihon that the immediate objective of our 

national economic policy nun^i iio economic e^^parminn. But 
m the &r&t ctop towards it there nmsl be a ^ntal attack 
at the monetary end. The rupee must bo immediately 
deryaluateci in onlnr to rai&e our expotl prices in lertns of 
rupees at le&st to the level of Aprilj lt)3®* the objeotivB 
of dovaluadon being the rceioxation of the eijuUibrhim 
between the cost atmeture and the price structure by 
quickly raising the ejtport pricee in terms of rupees. Tlte 
Reserve Bank should at once give up the attempt of 
ununtaining the present ratio and cease to make inroads 
upon tlte storling aaseta of the Isanc DopartmonlH On the 
tither liand, if nceffisary it aUunld Rtinrt purcliasiiig gold 
and sterling in sufEdent quantiti^ so as io reach and 
maintain the depreciated level of exclmnge decided ntwn 
as a measure of dc valuation and to mitiiinise tivo effects 
of foreigTi change JluctFuations^ For some time in order 
to check speculation it must retain its deflationary grip 
Qpon the mnney market and ded^t from aotive expanelon 
of cmrency and credit-. That auok a comae of &ctinn is 
neceasaj^ Ia borne out by the mnnctaiy expericnoo of 
f^wedeti, Great Britain and Australia. The inimedLntc 

I Rtrpofi fl/ the C^vUiLia CPtwnwfvrtt t^oJcnniua UniiTUiHity 

tJl34. p, 3fi, 

■IbkL, p. 13. 
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mipacrti of exuliAng^ devaltiatba will bo tipoti ilm inier* 
mtiomd prko fevd cxpres&ed bi bonna of rujie&s whicF 
will rise at ouce joid almost in propartion to Ujo estenl 
uf dopn^oiation. Gradually tlio domodtic prito level ivill 
riw somewhat to the extent that the impetus of devalua¬ 
tion aiid tho consequent escpangiou of piirohasiiig power 
difTiiBe through the economic wstem tuid a^eet 

that pioe level by an mdireet proct^. But after a stage 
there mnst come stnaulaiJon of loan uxrpendihue whieli 
Keynes regards a^ Cie meanfi to piosperiiy. The first 
neeefiaity, aocordiiig to him. is "that bank-credit should 
bo dieap and abundimt. This b only po^Jbb if ea^fii 
Chutml Bank b freed from anxiety by feding itself to 
possess adequab resarvea of mt-ematjiona! money/'* The 
licserve Bank has no donbt lost a cansidembie amount of 
its sterling assets in the I^ue Bepartment^ but still the 
ratio of to Liabfiitic^ in the Issuo Deisartment is 

about 10 per cent above the legal minimum, so tlmt there 
is slill considemblo scope for expansion of noto-bsue. Aa 
Keynes suggests, even abatement of the bgal pro- 

portLon of international money” (gold and atcirling eecuritka 
in the of India) wiiich the ftet^erve Bonk must hold 
against its tiote-issim "might also help on a minor scale/^* 
ilareoveri $ince devaluatlun will mean tm imruediiato 
appieciatioD of the value of gold and sterling securities in 
terms of rupees, tho scope for expansion of iiote-i^ue will, 
to that extent, be widencML Thus, on the whole, it will be 
nflcesaary and possible for the Iie$en-e Bank to bring 
about an Increase in tlio omoimi of imtes in circulation 
and in the antounL held in fcbe Banking Bepartment to 
liwdht4ite loan expQnditufe4 Ptirobase of securities and a 
ksweruig of the Bank Rate to 2 per cent (as w(is done in 
England in Jmte^ l!^32) will also perhaps be necesaarj' as 
supplementary metujures. All these and other allied 
meaeurea of real credit expansion are alisoEutely necesaoiy 
if devaluation is to succeed^ otLorwise a dnngcrouii reaction 
is bound to occur sooner ur later, as it occurred m tli^ 

to pv 

*niKL, p, 20. 
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United States during the ye^f of t.lie New Beal until 
a real expansion of cpiodit was started.^ 

As Keynes E?uyB > yiKiviaioii of ample short •‘term ^lanb 
crodil is just the first staga in the programme of rocovcjy. 
We exjifamed aboTo that, when there is ^till disequilibrium be¬ 
tween tlie cost struotureamd the ptioe etmetiih&.an eaey money 
jKjbcy fftilg to have nn expansionary elTeot. Licpiiiiity prefer¬ 
ence bemg high in i^ie ease of long-term loana iieces&aiy* for 
economic expansion, a large difibrential appears between the 
long-term rate of intere^ and the ebort’-term money-rate* 
Henoe the bw short-term money rates ^erve mi expanaion- 
ary purpose only when long-term capital can be obtained 
on eaay terms and tliere h increased demand for ahort- 
term credit to replace the working capttaL As Keynea 
su^Oests, *'A eombiiuation of manmnvtes by the Govern¬ 
ment and the Contcu! Bank in the shape of open-market 
operations by the Bank " is expected, to lower the long¬ 
term rate of interest for reasonably sound borrowtirs.* 
Something of tbia Idud will be necessary in India if economib 
expansion is tci gather momentum. 

Keynes is of the opinion t hat economic expan$ieii cannot 
l>e financed out of omrent income wluch has fallen too low* 
The increased spending power which is to Imtiate imd speed 
up the process of expansion must come out of loan ex- 
{>enditure on a large scaJe- Compensatoiy credit expansion^ 
which dm^^ia upon unused produedvo reserves coirespond- 
ing to the duficit of imrchaamg power created by dcflaiicm, 
b certainly a aouree of loan-expenditure- But Knynes 
thinks that the firnt step in inlliating loan expenditure 
""has to be taken on the inhiatiye of public authority; 
and it probably ha^ to be on a large scale and organised 
viith dctemunnfckni if it Is to be sufficient to break tho 
vicious circle.*"* This brings us to the public works policy 
a means of fighting depression. The general principle 
Involved in this policy is that the process of credit ex¬ 
pansion should start with the State os the pione^ in 
starting new iiorrowing instead of tlie nervous and hesitant 

^ R^nluf, Cripe# find C^dSejs-, p. I!?0 l • Jlfitin# p. 21 . 

»IbiiL, p. 22 . 
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eatropxeneurs). Once the prinoipb h aooepted the reet- ia a 
qof^tioe of technical Alretwiy the JE^vincpea Imve 

been evolving their EowmtmctiOTi pre^gramma^ inquiring 
public work^ and projeeta of o prodtictive charaoter. There 
b thus a vast amotiot of productive eKpeuditure ttiat b 
waiting to be kjouired on a nation-wide scale. Let ihis 
e^penditiue be loan^expenditure on a Large-scale aJid+ in 
the words of Eejnes^ ^Vrganiaotl alth dptennination For 
tliifl pttrpoae we must have an All-India T^mTia Gounuy, 
like the AustraliAu Loans Coxtnei], wliich vdll co-ordinate 
the loan bmes and determine their order and fiTiiing in 
euali a way as to prevent too many oompetitive loan bsues 
at a time and avoid a rifio in the tenufi on wMoh credit 
ctiti be obtained. The begt pnliey is to tap the ehort-torn) 
oapital market by selling Treaeury Bilb^ bcoanBo the short¬ 
term mooey rotes at tho moment are tower than the 
long-term rates and are likely to be so at the mitiiil singe. 
This may be linanoml imorthodoxy but b ceHrtaixily the 
most rational way of fmaniiiiig loan fnependituro for l^liting 
a depreission. But tlie Reserve Bonk wiU have to thoroughly 
revise its iKjlicy regarding the sale of Treasury on 
boiinlf of the Ffovhida] CkivermnentB. It must itself 
punihase those Rilb as part of its policy of credit expansion 
and thu^ enable the Provinoial Governments to borrow 
money for economic expansion on reasonably low terms^ 
and must determine the order and timing of ths Treasuiy 
Bill tenders on a jatiQiial and co-ordinated plan in con¬ 
sultation with the proposed All-fndia Loans Ccundl. 




THE STRUCrUBE OP iSDlAK BANKING 
By Tub Late Sib S. N. PocHBUAifAWAiMi 
Eably History 

I^ndmarla in the history of Indian bankma^—A bird'a-cye 
View of tlio tandmiirbi in thB hktory of Indian hauldng 
wUIt tile outset^ be Iieipfii] in providing n ixirrect per¬ 
spective for an exanuiiatioD of tlie Indian banking 
stnictnre. 

It IS wellnlgh impossible ^ fix a definite date marking 
ilie otigiii of banking in India. As Cooke remarks in liifl 
book on Banking in hidia, is not improbable that Jong 
liefoto England had ranked in the scale of natkitia, India 
bad adopted a system of banking whicli may liave originated 
that now in use with the Shroffs or native bankem.*' Re- 
eearchrs by scholare have brought to light both literaty 
and cpigraphJeal evidence shewing tlie Iwary antiquity of 
Indian banking. The laws of Mann and the “ArtlLashustra^* 
of Kautil^^a abound bi rcfcrenoeB to the banking ptaetice^ of 
those Kinete agefr. Cbming to later timoa we find that 
during the Moghtd period the indigenous bankers wielded 
enormous poiitica] power at the Royal Court. In addittou 
to lending lieoly and fraquently to the Royal tTeasuriea in 
times of nationat emergency, these native bankerSp who 
came to be known by a variety of names in the different 
juiita of the cotmtryi engaged themselves in trading on 
their own account. Their business was usually heredjiary, 
with the result that, on accoimt of the Ijicapacity of thdr 
sticeossom^ many of these houses aulTered^ 

For the first few years after tlio advent of thft East Tmlja 
Compani" they rotained their former position i?f important^ 
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l^" iiKidortaking tin- polleotifia and tmtifiujujtaioii of r^rejiue 
on i>bha1f of Urn Cfimpany, but, aa a of tiw gradual 

cstabltmhmocrt of Agency Hotiaea by the Etirqpeai:i tj^ers 
thenxfitjlvea* the mdlgnnon^ bankm were, in of time, 

shorn of much of their glory* 

A financift! crkia. perliaps the Erst of its kind+ occuired 
in 1830-32 orui prt^ved diBai^troua to the Agency Hcmaeti 
themfielv^, though it indireiTtly helped tfie fiirtli^ gro^ith 
of the Goiremniont Savings Iimitutionjt wliicli had been 
startofl in 1810. 1S(H) and 1853, more than 40 

new bank^ wcro established, but liardly 12 of ih^m snr- 
Ttved, tho mo^t impoErtant among the latter being itio 
three Prrsidency Banks of Bengal Bombay imd ^lodiw, 
which hud come into being in 2300, 1840 and 1843, reopen- 
tiveSy. These Presidency Hankie functioned as Goveniment 
hankers^ en|oylttg even the much-coYcted right of note- 
issue tin 1862, in which t'ear that privilege conenirrantly 
withiirawn. In January, 1021, they were eYentnally 
amjilgamated m the fmperlal Bank of India. 

The speculatiye mnnia which raged betw^ 1864 aTid 
i36^1 brought abtiUt the i^tublkhmcnt of a large number 
of musliroom batdoi; but history repeatod itsoll' shortly 
afterwards, and moat of them bad to e!oe» do^n with heavy 
loEsos. The first decade of tho preeont 4sminxy, on account 
of enthusiasm for Indian enterprises arising out of the 
partition of Bengal, gave a good deal of stlmuilus to the 
formation of ludiim Joint-Stock Banks; but unfortunately 
th© oriais of 1913-14^ pft.^bably the worst in Tiidia'a Li^inldng 
history* sciioiisly interfered with their growth. It left few 
of thom urisoAthed, and most ef them came to grief, 
Gradually* howeVET. tJi& spread of the Sw'adcshi movemonti 
tidjied in a g^ct^l tCOTTrection and the more important 
pf the banks flourisMng to-day were able to cor^didntc 
their pc^rition. Along with the indigenous banks, the 
number of foreign banks operating in India also showed 
an iucTca^. From the ^'Ory l)CguiTung the latter took Ut 
cxcliauge business, which stiU remains praetkaily tluiir 
monoptily. 

The absence of a Cantrid Institution to coorduLato tlio 



THE STRUCTURE OP INDIAN Bi\KKlNG 327 

activities of ih^ diverse domenla tad loDg been keenly 
felt, and. jiJter year* of diBcus&ieii and agiiiatiou irom tlie 
time of the tHaateberluwi Comndsaiojti ouwantep it wa« 
fiouglit to be remtidiefi m 1^27 when Lhe laie Sir Bjwril 
Bbiiikett introdiLoed bis Reservo Bank Bill. The projx^eab 
however, for a Sharebulders^ Biink ae adumbrated in the 
Bill raised eueh a £torm of proieet in ibe legislature that, 
botwwn the Scylla of unrelenting GiiJi-offieiaJ opposition on 
tho one eide oiid ibe Cbarybdis of Govermnent's jSrra 
attitude on the other, the Bill tottorod for some time and 
ultimately fcmndcred. Tilings drifted on till tiie elaborate 
baiLking enquiry instituted in onoe mone brought the 
question to tlio fere&ont. ]SJeanwhiE6, the embom of polititad. 
oerntrovem^ around by the previous ill-fated Bill lia^l die^l 
out, anil thi$ faet, eoupled with the hisistenfc of the British 
delegates to the Round Table Conference that the creation 
of a Reserve Bitnk sbeuld be a condition precedent to tho 
traiisfeience of pcfwer to Indian Kanck, im]ieUed tdie Govern¬ 
ment of India to come fonvarcl witli fre$h Icghilativo 
proposals. Tho new Reserve Bank Bill u-aa eventunLlly 
parsed into law in 1034. imd from April t of 1035 tlio 
Reserve Bank of India coinmeucetl regular w^ork, thus 
falfUling at last the hopes which had been cherished for 
many a decade and which at limes had appeared almoal 
l>eyond fhution. 

TfTE Reserve Baxe of Lndla 

Its national responsibilitieg,—With tlie inauguration of the 
Iteserve Bank of India, a now and important chapter in the 
hifitory of Indian banking has comment^. It is an event 
fraught with momentoim oonsequenoes for the fiLture of 
Xmiiaii haiiking bmtitiitions and for Indm^K financial an tone- 
The potentialities for fostering the growth of hanking 
ill Lidia Lave l»een cnlianced by the creation of the Re- 
sert'c Bank^ and U bs to be hoped thiit by jndieious guid¬ 
ance smd the e:s:ercbe of wjmlesnmo influence the Reserve 
Bank will establisiL tho bonking stmoture of the cottolty cm 
a sounder foundatiofi than bbe one it possesses at present. 
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Tlift boukiiii; edifice, aa it ^t^kailE to-day i con^^rities the 
R«^crve Bonk of India [aa the apeat bMLk)» the liiipetial 
tlie Eseoimnge Banksp the Indian Joint-Stock. Batiks, 
the large hody of indig«noiyi hankem \\ ho are hy ft 

rarioty of natnea in dUTerent jHirtei nf the coimtrj', aiirl^ 
Imliyt the CoH^peratiTe Biank». 

The Kcsmitvo Bank forma the keyatone of the arch ami 
oceupica a unique position the eoimtry^^ Ocnirftl Eink^ 
It po&aeascs many of the privikgea and reapnnsibilit™ of 
Central Banka in olher countrhja, and ia in a position to 
pky ft pmlommAnt [mi in niouhiing the futnie of I ml inn 
tiftnking. The development uf Indian banking ht gjoneral 
b ft nece^^ry prahmmjtry to liie attaiziment of fiiiftitctiLl 
ti;elfeiLfficji^&c!>% and hetiou it Is impOBidbb to esmggenite Ita* 
importftikco of inotiloatitig in the mind of tho ftyeragi^ 
intelligent taymon a critii?ftl but at the samcr time aynipft- 
tiictiQ intemat in luattcra gemiane to that ideaL Let m, 
tlierofore^ oonsider briefly how the Re^rvo Bank uun fulfil 
iha laudable minion of fostering the nil-round ocononiio 
prosperity of the country^ 

Tlio attaching to the exalted poaition 

that the ReaerEFO Bank ooenpifift at the head of the banking 
struotuio are no less gnsat than the pre^ige ihikt it h 
rightly endowed Tiitii. It is* as it were, the ftrbitw of the 
iifttton*fl destinies in the banking worlds and it therefore* 
ejBsential tlmt it aliooldp at all ooRt^, hold the scales even 
na between the various dossea of brinks that come tinder 
its sway, and dispense juetioc without fcftt or fftvour* In 
no event should it 8€>ek to pUojvto the veaied inu-n^t^* of 
one gtoup to the detriment of fmutlior. 

Furtlier* tlic Itecerve Bank shuidd reoognii^ that ilm 
iKinditiotui obtaining in India are of a |ieculiar ebaraefer 
not met with e]Bowl4ere in the world, and tlmt they iliaFe- 
forv dcmnnrl spccitti treatment. In partieulftr it uhould bo 
tiio first ehnrgc of the Ke^ervo Brink to ensato n c?ongeniftl 
atmaspbem for the prognBsia of iniiigenons banks and 
gender in them a sense of eecurity. Taking arivontoge of 
the akseiice of eonmllnation and o<mtral from a ooinmou 
authority, the forc^u bauka have been able to fiout national 
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Mpimtiotut, Aud tUw factor fuis bcCtt eating like a canker 
into the very vit.al« of thu Indian bankfl and ha* l)oen 
^tiding tlicir healthy growth. If the miligeuouB banka 
wiioee record of eerviM! is imimpeaohabb are to launch 
forth into wider eeaa inatcad of driving lUflpbflHly along in 
the atagnant hackwatera as nt ptrajent-, tJifiy alioidd, in the 
finit pliMJa, "tear clear of tho rock of fotei^ ooiapetition, 
ami for this purpoHO they need the piloti^ iddll of tlie 
Atiaerve Bank. Even if diacriniinatoTy legiBlatwn against 
the non'^iiiihgenoiifl banks ia not oonshiered deaimble, it 
ahould at any rate still be poaaihb for the Reserve Bank 
to make a fiiistainoci efifort to keep the latter within hounds, 
in this oonnection. it is a matter for regret tliat the sug¬ 
gestion made hy witness after witnues liefore the Central 
Banking Entiuiiy OoimnittEe to the effoct tliat m> forei^ 
Imnk should be allowed to operate in Inilia without oh tain- 
fog a iioeuce and that the Government should eserdso 
adequate control over foreign instiiiitione, has been brushed 
aside. No sueh provisiotu have boon cmbtxliwl in tlie 
Reaerve Bank Act, and the result of this imfortunate 
omistLion h) that ilie non-indigenous banks, with forge 
Tusouruea aitd vast cipcrienoe at their back, will oontinuo 
to have the field to themselvea aiUiout let or hindrance. 
Untc 38 the Reserve Bank is armed with the nceeasary 
powore to put ft stop to the unfair oompetitioii of non- 
mdigennuB banks, the fature of the indigenous institiitforui 
cannot but he gloomy. Again, unless tho Bt» 3 erve Bonk is 
in a poflition to ejcarciae the same measure of eficctive 
ootittol over indigenous and non-mdigenons banfa alike so 
OM to prevent thorn from flying each othor’a throats, 
and tliereby Bpoilfog the chances of profit to either, it 
cannot function as a Central Bank in the true eenee of the 
term. Aetivo osfflfltance to indigenous banka in a variety 
of ways ahould. in ahoit, be tho touch-atono of the Reservo 
Bunk's suooees as a national mstitution. 

Nor ahould the fodigenous banks bo content with resting 
passively on their oars. tTho aerlouB set-backa sufiFered by 
tliem in tbo past svere due in a large moasnro to the tack 
of unity among thctUBclves. and this the foreign banks 
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were not slow to exploit. Without tho clevelopiuout of 
mutudJ goodwill ojid BoU(brity umtuig the Indian banks 
thoiuAclves, any Attoiupt bj tho Heservie Bank 

tow&fde the oniijtULiiraLion of thiur eonditiott b doouiod to 
fail in ltd purpOM. 

Under tho Resorvo Bank of India Act oertain 

bonks having a piM-up capital and reoervoa of on aggtegnio 
voJuo of not less than Rs. IS kkhs are alJowoiJ the privikfje 
of being pliice«l by the Govemor-Ceneral in Coiuioil «n tlu; 
list of Sohednkd BouIm. Thoi^ banks are roqnireili under 
the Aoif to worn ply with omam leqiiisitioiis^ the prmcipal 
of th «30 beirig n ootnpnlKory deposit wit.h the Rt-irerTe Bonk 
of not loss lhan & per oont of their demand liobilitiea anil 
of not leea Lhon 2 per eent of their lime liabilitieH. Thh 
rfic]uh<itk)u of a oompulaory depodt olihoiijg^ it prooticaUy 
linplles nothmg aa far m the etabiltty of the Imnk is cou^ 
comedy has promoted tn the min^l uf the genontl puhiio the 
belief that the niem faei of a bank tiaving been [ilao^l on 
the list of fkflwluldd Banka in in itself an indjoatiou t>f its 
filrength and safety. This impre^siottf on the face of itp b 
emineoiiBp and if the St^hodobd Biniks vn?-re prohibited from 
giving publioit^' tiitough their odvertbomente or throngh 
any other mo^um to the fact of thair being siieli> the 
emmwus impr^dion would not gather sirengili and would^ 
in muTM of tinw* dio out. 

It might, inoidentally* be menlioued that there prevail 
a wantb practice aniorigat certain liankhig juaiittitions of 
giving undue iniblirity to the %UK?3 of tlieir autl^oriml 
capital, when tlieir paid-up ^ fimnll atifi 

compares unfayourably with the former* Thb proctioe^ 
iniismuch as it is apt to mbleodtho publio, b toprchensible 
and ahould certainly he ilbcouragiecl. 

The elilciency of a banking eyirtcm dcpenils iiUirnatcly 
u|iou it^ stability, adaptability and tuitiativo; and it ia by 
thb threefold crucUl test that tho Ikiacn'e Bonk wUl lie 
eventually jiidgofl Ijcforo the bar of enlighteniMl public 
opmion. In all that it does, the Ttes4erve Bank ehould 
punma a *^boU, oeilTo^ forooful, and eneigotic policy/’ The 
promotion of Indian intereste above cTerylldng else ahould 
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l)c lift iKile oonwm, hi^t m Jwipe tlwt it wouUi isu ftbJipe iU 
polif^ieB Mwl tlyat tliu time arrives for ap- 

pnuHiiig the worth of itn nei^irice, it woa[d uELnnimoualy 
&s a great lEmtitniujii fJmt UmtigLi about Llm 
imnafonnAtiDii of tlw lociuin batikiiig into tx woU- 

di^igufld bistnifnfiit tor the furtJberajipc of national 
well-beiEig. 

TirE lupESiiAi. Bams of Ikdia 

Saprema importanoe ol otMiperaUon between the Impeml Bonk 
and joiot-ftook hmiks.—TI lo Impcrlul Ihiiik of India came 
into being on Jomiary 27^ ID21, m n remiit of tho amatgaiii- 
fttion of Lho three Preeidenoy Bank^. The total of its paid-up 
eapiUl wwl t^rve m that date amounted lo Rh. croroa, 
and loee to 1 b05 nmrea aa an Juno J0| It mbinited 

iliG privikgt^ and ic«trioliona of ito pnrdcoeKDorB with some 
min or modiiicatiions nnd continued to function til! the 
recent osiabliiiliinent of tiio Eotforve Bank the State 
Bank doing Iruagury work and eujoytng the ubo of InteFeat^ 
fft?e fieposita from Govommaiit aud from variqu^i other 
public bodiea. li was not a Cbniral Bank 'm the strict 
aeiLSOi ftinee it boktnl the one essential attribute of Central 
Batiks^ namely* tlie right of nole-Uiiue. Whateener lailuence 
it aought to exeroii30 on liio money tnurket by dcUrmiuiiig 
IIld Bank Rate waa netitmlbed to a brgo e^ctetit by the 
exigencies of GoTemment hnmiDo and, aa a fe^lt of thla 
lack of autonomy» it fuJlcd to Ixavc miy effective v^nhse hi 
shaping either tlio oummey or credit policy of tlie country* 
Ati llie late Sir Bimll BUokett vividly deserribed it, it was 
at beet only hybrid insUiution trying palufuJly Ui 
combine meompHliblo ftmetiom/" It has always remamod 
in eeecjiec a purely commermai h^^nk, and* through Jta 
network of about 200 branchefl and pay-offioeft epread over 
the whole eouniryt been rcmlofing good help in 

financing ita mtemal trade. In fuct^ it vrm tliiT fear that 
the oonvcTBioit of tbc ImjKnial Hank it^lf into the lieserve 
Bank w^ould invDlvo the sorioua toss to the community of 
tho facmefit of thitf elaborate and wide-spread orgmmatien 
tJiat waa maiidy reapoiisibto for the dtrcision in favour of 
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ottjating a dttlinct and neparato liwjcrro Bank for tba 
cosmlry. 

Owing to UtB ndvonl of iho Reaervo Bank of India, th« 
Ini per ta I Bank haa Ixsen doptivtd of some of ita priTllegea. 
At llio sann? time, many of Uie rratricUom oniler wlitoU it 
had 60 fiu- been labowritig have lioon rciaoved, Ifiaving 
it free to enter tho fiiJd of forcigti ostobrnga biudnea^. 
Thun, it stands to-day as iho most imwerfuJ and mi|>oirtant 
uODuneruial hank in India, stiil eotnmanding fimtls in 
tiKcoas of the oombiiied resources of all the fndion Joint' 
Stook Banks. Aa tlifi HUton Young Commission observed 
in paregreph (M> of Itueir ileport, “tho banking ergaiiii«i.tioii 
wbiuh i«dift requires must 1« based not upon a Central 
bank alone as eisew'iiotic but upuu a Central bank ami a 
great cunimereiai bank** to nerve the ncctla of tho soattoroiJ 
[mpuiation. It is. tbierefore, all the more neceesary that, 
in the Interests of Indian banking in general, the tong' 
standing rivalry between th© Imperial Bank and tho 
liidjan iloint-Stock Bonks is now ended and they oo-operate 
and work together as helpful partners under the aegis of 
the oouimon parent body, the Heaervo Bank of India. Tho 
fact tliat, in the past, hugely becatisc of the ©ommercial 
chanuter of its activities, and the resultant elaah of inter- 
oate, the Imperial Bank often indulged bi intensive com* 
petition with the indigenous banks in the luuincing of tli© 
internal trade, oonnot be ignored. Now, however, that 
tliijigs have imeumod a different shape through th© estabUsh- 
misnt of the Resteno Bonk, it behoves tho Imporial Bank 
to join bonds with big Lidian banka to ilmir mutual 
advantage and devise w'ays and meona for furtheiing the 
wider cause of hanking progrres iu the country by adopting 
th© prinuiple of "Livo and let live.” 

Et is desirable, m tho cause of Indian banking, that the 
Imperial Bank ishould turn to eithunge busineos, no that 
this businees may not continue to remain the tiionojwly of 
th© non-indlgenous banks. It is true that there are still 
oertain difTioultics in the way of the Iiiiperial Bank's taking 
up this branch of business, but if with such vast resources 
at its book it docs not stop in at an early opportunity, there 
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will imnlty lie any dmnuo f»r oiiy otlicr Lidian Imuk to 
fucKiocd irt tliifl line. If tlm lin|wrifil Bnrik, im thu moflt 
pfrominent comnieruial bank in tho conntrjt to take 
t\ui U^wl ill tliifl oiotU^r nnd multttake eichnngo budncFs on 
a large tlie other Indian banks would be only to<i glad 

to render all possible assistimi:!o by transferring to it- a large 
portion of thoir own exchange buidacss^ 

The need for oo-ojioraiion botu^n the ImporkI Bank 
and the Joint-fftoek Baiik^ whi>j]i hm A]way» beez^ great 
WHS nrvor ginator tlmn to^lay when it b enteruig upon a 
new era in banking busineea^ It in tim duty of tlic luiperial 
Batik to «top all unhealtliy rivalry amongst Indian banks^ 
and it ^ouH not make hmhi^ LmjKieailjle for the laiter 
by quoting snob rates for advances as would bave tboiu 
hiiixlty any margin of profit- There is one particular mattor 
in which a beginnirig b b<ith nrgont a«<l expedient. The 
Iiiifierial Bank should take the teiKt in set ting up an Al^socLa- 
tion of Indian Bonks on tli£ amlogv' of tlie Exchange 
Boiik^' Aiiafieiation, with tlw? avowed object of iiroviditig a 
imiteil platform for the diaoujishni nml Holutimi of Ixuikiiig 
pro I) burs of common hi teres t. The lomiaUun of such mi 
Assoeiatiem b long overduo mid ahould lie taken in hand 
without any further delay* for not only woidd that assist 
in bringizig about lietter uiiderstandijig and greater amity 
aimmg the Indian banks theznsetves* but it would aUo 
serve as a weighty medium fur ventilating their grievauecs. 
Tlie views expreaacd by juid the proposals emimatmg from 
such azi oigunbed body ivntd<l coummncl grt^tor rt^apeert 
and attention, mid Government luid Llio Reserve Bank 
would, naturally, give their sugge^tioiis duo coiisideration. 


Exchajtoe Bax-xs 

Dominating position ol Exchange Banks.—Tlio financring 
of the hiiport a,rt6 export tnulc of litrlm hfiB for a 
tong time l>6eu monopolised by noudtidigenoua biuika 
wbo<^ intorestp ore more- often than not dbiiicirically 
oppoi«etl to the intercata of the country*. Tliese institutioiia 
iiianiigod to obtain their foothold in thm coiiiitry prior to 
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thp c«tablHhm<Mit of Indioa Joint-Stock Banks a'lio haTB 
b«fn forced to it-main in the background jjartty on aceount 
of tliifi initial handicap- Tlicir niuuhtr liaa grown from 2 
at tJu) time of the tranafer of India lo the Cimvn ro 1 H at 
th(j present day. Originally tlicso non-indigfnioui* batik* 
started their operation* in India wilJi tho ostenaible object 
of doing oxchtingo bturincss alonei but latterly they liavo 
ootcwsl the field of financing the intemaJ trade aa wcU^ 
tliu* offering formidahle coiniwtition to the uitligonoutt 
banka. Again, while in tiie boginaiiig they confined their 
activilie* lo tlie principal port* of India, their tendency 
during tlu? jioat-w'ar period has been to extend tliolr apherec 
of infitiiutce into tlie interior. Jfotumlly. all thia h^ resulted 
in Ttniioaltliy oomjiotition and rividry witli tiw? indigenous 
hanks who are left powerless to reswt these lnmada, UwUig 
to the abeeiioo of ft coiitml isontroUiiig authority, tiiow 
noii-inciigonouB Hanks hnve boon enjoying all tills time 
uuTct tered froedom in their struggle with tho Imlijin Joint’ 
Stock RftTikH and liave become o metiaoe to tho Jotter. 

Tlie nipldity with which the voimne of t licit Lidian 
depQftits has lioen increasitigis rcnliy aLarnmig and emphasises 
(be urgent and |Nitnmount need for safeguarding Iho intowats 
of mdigniifjns bnnkitig infilitutiona. In lfll3 their total 
deposite in India araoiinted to Be, 31 croim, ami tliey 
swelled to Ra. 14 ctores in 1033. Perhaps a dearer idcft of 
t!ie extent of their competition can l>e giitliored by a study 
of the foilo^riog table which shows tiie proporriem whiuli 
tljeir Indian doposite bear townnis tho grand total of bank 
ilcpoaits ill the whole eoimtry. 
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The qiHJulion naltirally gnNih'r biiportftnw wlieii 

tire take wito aowimt the feet t])At> wiiile the fatcigtt tnulc 
of India bears only a srtiali proportion to the huge volntn© 
of iiilcrnal trade, Uie Exchange Banks enjoy a tniioh larger 
nhare of the total available depoaita of iliia oonotry. 

One posdiUo eiplanatioii of this paradox hea in the ngu- 
Jong iinbit of tlic people of this country of crediting oveiy 
iujrtitwtion that ia of foreigii origin as possessing gnraier 
stability than correspontliiig indigenous institutions. To a 
ogftain extent this Pt?a<iitu 2 ®i to place greater reiumc© in 
the Boutidness of ioreign banks is due to liie fajluiea at 
iwriodle intervals of seveja! indigenaus banka. Alarmed by 
the recurrence of (fuch failures the pcfiplo have lieen pronu 
to jump to the eoiiclueioii that indigonoUB banks cannot 
lie IIS seonre a* their foreign rivals, hut tilings havo novr 
inipmved oonsidurably and the rapid growth of sound 
indigenu US institutkina evma in the face of the heavy odds 
pitted against them is uufficiont evidence that public dia- 
tTOst in tliem w fast disappearing- 

Wfiile the Indian dep^wita of tlie Exeiiange BaJiks have 
been moimtiiig up, the ratio of their (.’osii Reservea against 
their Liabilities has always remained alonningly low. 
Pointed attention woe drawn ti» this Hy J. if. Keynes, ainottg 
othoni. wlio remarked tliat poesibly the Kxdmnge Banka 
had been in smooth waters longer than wiie for their good. 
Again, the Exchange Banks with their head ofTices obroad 
wouhl, and ill moat coses do. look to l^ndon for ftseistanoo 
in time# of difliculties, seldom do they seek iho help of tlm 
Imperial Bank. Having atriple resources at Ihrir gomtmind 
at their head offices and other lireiiclicft. tliwe banks are 
able to rlraw’ upcm nnemphvyed funds iti times of need; tlie 
tndlgeuouB banke having no such eupport to fall back upon 
suffer ill oomfietilion and find it difficult to CouriBh. Tluj 
foreign bunks ihos form an nnabsorbfthlo and nntwntrollahlo 
part of the Litiiun banking syBtom.” This juutly explains 
tlie fltrenuoiia oppouitiun with which the Exchange Bonka 
greeted nil ptopmala for the uiiifi<jatiou of tJie bunking 
structure of India. Apprelieittive of losing iiieir monopoly 
by the entry of the Imperial tkuik into the Geld ofexcliungo 
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buplitw {kvy opposed itio xdry forniJiUoi) of tim 
BAtik firifl fche rtisultftiit freodoitj of t\i^ Riuk (rcim 

iSiv fftatutory reatticrtioTU nigimling foreign c^xdijuigc^ 
Inisizii^. luBteOid of bemg M illing and Kolpnmte^ Co 

tho otlier ttiismberH of tlto haukmg isystom thoy onieir into 
rivoky wmetmica bonkniig on ont-tkrofit oompelition sftof 
Laving entronclied themaelYeG in an imprcgnnbJo pcieition 
Mith the ivid of their huge rcRorvee and tho oheap money 
they command, in tlieir home couiiiriea, whi^so 
fhey naiiimlly always havo at hoart. Tlietf primo 
has bo^n the dovolopmout of the industiicd of ilieilr own 
eountricAp and thk they aehkive by hnanctng iho encpcirt of 
Indiana raw prodooo and die import of the finiahed gomla 
of ihoir own oouiiitie^ into bidm, and, mo!?tly, they eniploy 
the funtk ohiained hy them in India to ptoinoto tlie 
industrial prirmiits of thnir own ixnjutries, if, m 

Sir Stanley Reed lui» pointed out in hm evSdonoD hefoire tlio 
Hilton VouTig Commission (Vol. V, p, 240), tlioy had licon 
entnuitiid from dio very begjiiniiig with the responflihllity 
of settling the actrounl i^laiing to Indiana balanee of trade 
instead of being '^apocn-fed" by Gt^venimerdi tliey would 
luive Ijoen Inuliiicd to fit In more readily into the kmking 
mauhineiy of the eotuitry, 

Tbo ^nestioD ol rBstnctitig the Excbanisa Banks^ bminess^ — 
Our "*oj»en-doorpolicy towurds these E:xchange Banks 
has not received from them Lh& appr^iation it desorvos. and 
duo, prtncipaUy, to the formldabb competitloji of these 
powerful rivals in various direetiDns and duo to look uf 
symimthy on the part; of ilie authoritina^ Indian JoinC^oek 
hanking has aU along remain^ in tlie hookgi-uund. Unlft^sa 
iflte|>5 are immediately taken to chMk tltk growing compe- 
lition, the perdition r>f the Indian banks tlireateiis to bewime 
prerjirious. Thifl question of reBtricling the activities of iIhj 
E xehangf- Bankw waa dealt witli at length by tha Indian 
Central Banking Enquiry Comniittee^ whieli recoin mended 
in their majcirity report the adoptifin of the Jaiiunese Byatem 
of the issne of licences to foreign !>anks. Even this recom- 
mvjnlarioju however* which wass mild (compart'd to tlie more 
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drastic, but Qoiifr tlie iici:aaar>% restiiulioiis suggested 
lu the tniHority report, has twt bewi acl4>d upon so Cir. 
It is high timo lliat a Bunk Act is pusnl ompouvruigi 
inter oij/i, the Tteservo Bonk U> ejaa-ciso control owr theso 
foreign honks and to reatdet their o]»ratior!JB to the prindpa! 
port towns. It is also newsEory to see that the foreign hanks 
confine thenisolTes to their Jegitiruote hnsuiess of finanring 
tho foreign trade, without encroaching on tho sphnto of 
indigenous bimks. 

It may be of interest at this stage to notice what steps 
other ctnmtries liave taken to regnlato ami nsfflirict the work 
of foreig}! blinks openitiug within their Ijonndiuics. The 
Bank of England nsatiicta tlie rediflooiinting and otlmr 
facilities to hanks of Brit ish origin alone, and foreign iianka 
hove to do witiiont thew fodlitics. In tlie Pnited liiitntes 
of America foreign iuinks are not allownd at all to receive 
dnpiatita wilimi tlie ctmiitiy, end, in addition, tho volnmo 
and the character of tiro business in which tho foreign 
hanks may ho engaged is sioKsifically defined and liniUod. 
Foreign hotiku desiring to open branehos in Boniuark are 
retiidrml to obtain previous iMirmUsiou from the Go^^m- 
inent, and tliey iiavo also to abido by llu? undertaking 
that tio tnm-Daniiili Eillijeot shouiil be made tlie itunager of 
a branch in Denmark Fraiire and Italy imist on tlio 
jiayniont of an incorporation tux by foreign banks that 
w'tflh to oj»n braniJiee, and, in addition, a turn-over tax 
is also levied on their excluoige operations. Along "with 
domusLic lienks, the foreign banks ere also conipotlcd to 
fumiah tho presMJribod letunis to the Govommont. In 
daiMin, a foreign bank has to obtiiin a licenoe from ilte 
Goveninient before n|ionin.g a brauck Tho Government 
can either forbid tho foreign hank Eroni taking deposits or 
subject the bank to certain extra taxes. For every branch 
opened in Japan, a foreign hank is requirixl to depoait 
1,OOQ,OOU yen in the (fovernmont trensur}*. Atiatralia 
totally forbids tho estahlUiimeiit of a forpign lisnk's branch.* 

* Tliii (■ tliB rMumi why, tn npite luuw, thj?> ChmxtviWI Bhtik ol 
Inclik^ AiMinklill OUil for oxiUii[iliii pOWW* a hrmurh 

in 
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While foreign GcFvmimfrnts hav^e dcrrif^ed viarione meoeurea 
to protect the intero8te of their indlg^onon^ banking Inatitii- 
tiona. iion-mdigejioua bnnbi in imlia, taking {utvanbigai of 
ihtj jubMtico of iwlefinjito Covenifnent protection to Indi¬ 
genous institntipua, seek to comiohdate ilioir mvrx pruRilhut 
niuler regnUiions flctrimoiitii) to the intoreeta of indigenoun 

llic folkwing rule of the Exeburige ftwifeji* Awsodation, 
Bomluiyj epeaka for itfHBir anil ite uttitiidb towncda 

noTi'mcmber banks, who are mostly Uidigonous;— 

^^Brokoragc on Sterling and other Exchange aalna Ui 

merctiante shall not he leoa than ^ per cent and to all 

Banks £ per cent with the following exce[iiionit :— 
Imperial Hank of India 
Dank of Barofla 
Allidnihad Bimk 
i ‘entoi! Bank of lurlia 
Grind lay & Co. 

*D}omas Cook d Son/' 

TJuia ail banka who aro membors of the Exchange Bankft^ 
AsBociation can bcJI on l^ndoii through their certified 
brokers by laying ^ per cent brokerogo, hut there hi a 
mandate to ihew Imikors to charge not Icsa timn per 
wni brokerage to the al>o¥u liaiika and thinj render exclumge 
business ooirilier for thorn than to tJie tneoiber-banka. 

U la In JO that ilie Cliairitiazi of the Es^chango Danks^ 
A^iJKK^atioii has inrited the Imperial Hank^ the Central 
Batik and perhaps tether bunks to jinn their Aisaocia- 
tion and uhide by their rules, Tlicre aro^ however, certain 
difficulties tn the way of indigenous bauke joiniiig the 
A^aociutioii. Chie of them is that the Interests of tliij Ex* 
change Banks are botiud nfl-oti io prove condiettng with 
those of tlio indigeiKiiiB bank a; mid the biter, \mt\g in u 
miiinrityp would natiiraliy feel that their inlrreaTtfl 
might not always be adti^pmiely safeguarded, Ba^lrles, if 
the Exciiange Banks, in existing cfTcnimstaBcw, aro allowed 
a free hand to thianco the iiitcniiiJ troda of the country 
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nnil enter into (lireuL ttnd uufettonid oampotition witk t1u> 
iniligenuuB banke, thenj appeare no luaMiii nhy the indi- 
genoun bfttikfl Bhoeld be sad^ed ■ffitb a disabiiity of tlio iiatuio 
referred to above it) respect of tbeir exetuLOge bnsineea. 

Wo appreciate that the Excliaegn Banks liave pbjed a 
tiscl^l part in tiue finA iioing of India's foreign trade, but 
when t!ioy |»rQve, os at present, a monaco to the proj^cas 
of Indian'baulu, the new! for tuartrictive legislation appcani 
imperative. IT)© economic ptosiwrity of India depends t4» 
a large osteni oil tlw devoiopment of indigonoiis bunking 
ineUiutions, and it ie, Uierefiore, lito fonsniroat duty of Uio 
Government and the Reserve Bank to protect their iiitere«te 
against the unjustifiable iioaipetition of these more powerful 
fanngli rivatfi. 

The publict imdoubtcdiy, couitl do a lot tlimngh en- 
tviuraging iwid eupporling tlicir own banks, and oven if 
tiiey resolve to deal with sound indJgenmiB banks oti equal 
terms with ihisir riviUs, tlie largo auioimt of money now 
fteposited with aoti*indigonous lauiks can be secured by 
sound indigenous institutions at a lower rate of mtereet 
than at ptwsent, onablitig them thereby to compote suecoea- 
fully AvitU feueign banks. 


Tvihak .Ioikt-Stock Batths 

Tianir tailuTss snd diBir causes.— Tliough the Indian Joint- 
SUHtk Banks came on the soene later than aomo of the Ex- 
rbufigfl Bimks* tJioy iiavo always been taking a leading jHirt 
in spretuling tJui l/anking habit amongst the vast milUons of 
the population. Their liistory is, however, (mo tale of vicLaii- 
tudos, and if, in spite of ail the travail nmi tribuJations which 
have been tlieir lot thimighout, ibey are to-day fU'iirkhing in 
tliuit proeciit numbers, the major portion of the credit must 
go to tlio pioncent who have conduaivoly doinoniitrated to mi 
iticredulouB public tiiat the fluereeaful working of an Indian 
Joint-iStork Bank Is not au idle droam bub a practical pmpuei- 
t ion. I b ta , huwov'er, necessary to orophosUo the one imporbant 
fact that, ultimately, the growth of iudigeiioua banking 
iruttituiiens depends to a eonaiderable extent on the 
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artiTC i^upjKjrfe wbidi Ihi? poopb at are prepared 

nucord to ihfein . It luw bwii adinittiHl on all hands I hat 
the hooltliy d&velopmftnt of bank^ of Radian origin is a 
siite tpia aoii of natimml regeniintitvmi and thii ^uld hu 
impo£?Hibto of Achieventont unless the sympathy, coEifid^noo 
and oo-opemtion of the public aro forthooming in a [ajtgo 
meaaun?- 

Whiltt it is true that, in comparison with conditions us 
ihi^y Tiuro j'oan* ago, tlio tator prepress of ttio Indian Joini;-^ 
Stock Bankji turn lioen notoworlty, wo diould not lose 
jHght of the fiiot that iiiey are (itiU boing ovotshadowwl by 
their foreign rivals and that they have not yet attainml 
that poflitiem of preeminence which ia tlieir te^tinu&te 
due. Among tiie luany factors nssponatbJe for this present 
bsck^i'airtliiesa is the lack of fiuth of the Indian pnblio in 
indigenoius banks. Th& general predilection in faennr of 
foreign institutiona atiU persists. This is duo in part to 
the fact that tndiaii dopositom ha^ie aiilfeied in tho post 
by placing their trust in aome Indian banks which flid not 
cicTjt BUch trust. Wbib this lias been the unhappy experi¬ 
ence in «rtain caaea, that by iteelf is not sufficient reawu 
for eotieludhig that no Itidmn-managod Imfik can be aecuro^ 
The past Ebiluns of the Indian banka must bo tie wed in their 
projK?r perepoctivie and proporticn* There is not ouo imuntry 
in the world w hich has not posaed through the ordeal of 
oriseii and bonking failuroE at one stage or the othor of 
its Imnklng histoTy. Efficiency is not the eole prcrtJgativo 
of foreign inBiitiitiortH^ not is tniflumtiagenient pcmdiitr to 
Iiidiau hanks aloue. Wlien the banking system of a cotmtry 
iTi its infimey, it simuld imt bo a suqiriae If fajitirea do 
m^cur^ The plienomenoiL of bank faijiirefl is common to 
It It u>uiitri^, and India can lio no exception. Even in tlw 
advonciK] Western coon tries, we come aeroas many mslanoca 
of big banks dorang thetr fioors. If wo compare the number 
of bank failures* in India with tliat iu ovon the progre^ivo 
EuroiM>an countries or in the United States of Ameritap 
wc tind that we have no need to be ashamed. It has l^ii 
aarertamod tliat during ilie ten years 1021-30 the bank 
suspenfuon^ zn America liumbcred 6,^23, wiijje duruig the 
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entuei poriwl i-fift ininil)flr of twnlis tluit fnikHl in lniiift wup 
only 143. Biuili fiiilures. tkeTOfoTu, iite by tin moflrta contltwa 
loiiHlia, wul lltp comptttii.Lively niiglisdble Bunnber of fail«ri!» 
tliHt lifts oociuwci in Ibo pftat akould bo Biifficimt proof 
that. tlwTo i» no uJiifrent Iiioflidenoy in Indinn Iwioks os 
snoh. A blind prcfotrtwJO for foreign banks in. tboreforo, 
“tftritftmonnt to plftOing ft liRIiiiii.**p on iJio imtiojial mid 
offotitijz o btiunty to the foreign oftterpriscs, as Mr. N. 11. 
Sir CAT iiftS retnarkRil in bis iniiiitfo of dissont to tbo Indian 
C^ntrul TJankiiig EiiTuiry Comm it too RoiKirt. 

A brief examijiatioii of the otiief cause® iltat oontribnted 
to bank failures ia our country in the past would serve os a 
valuable guido and would enable Indinu banks of the 
tireaetit mifl the future to profit liy the proviotis bitter oxperi- 
tmw» ftnd avoid the shimhi and rooks on wliiaii many of 

their predeoossore floundered. 

The main defects of the Indian Joint^fook Bonks in 
the |>ast can bo clossifiod under two oategories Lntorual 
drowbacks and eitermil handicai». 

Among the formeTi it has been notice<l tliat inexperien^ 
in the tuudem methods of bank mfoiagoment wiia the chief 
defect in the earlier years, tn deBCribnig the irrUia of 1 fil3-14. 
Mr. KindUy Shirras refers to the rapid establhihment of 
numerous hanka mthout eiperienced Ijaiikeiu at their 
hcail and says Uiat "it waa a owe of an army going into 
battle without any trained ofiBccts and without any ordere 
from the tlonend Staff.*' The luck of opportimitiia for 
luaniing the intricaoica of Wcstom banking timthods was on 
important reasou for the inexpwienoe of the bank oflicofS 
of tlnise day^. 

it b also unfortunately true tliat the Managers ami 
Directors of the Indian banks of tho i*aBt did not display 
that amount of integrity ami rttiaigbt'forwarfJuess that ia 
do mantled of hankers, and they wore bent more upon ilws 
speedV accujnulatioii of riches for themselves than on safe* 
guAffling the interest* of depositora and shaTohuldpts. In 
order to aehioTo this eelfish end, thoy indulged in dishonnst 
tranaaeticinB and wild spcoulatLon, In their anxiety to 
gratify their get-rioh-quick desire thoy threw di&cretioti to 
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thfi wmila DJid advanced ki;g^ &unis on ^«;cirritic» not worth 
rt DAXiifr, *rhffy dedflird latgo divitkntlji o-cen in initial 
ntagiE^ without attompting to buihi up isuli^itmitial 
for this rumy day- Thok moat Horioufl trimo by in thoif 
imnDgresamg itie tiniiE.'t of bgiiimate batiidfig hti^ine^ by 
giving pt^dorenoe to onlmmy tnuling biiainin^r A 3 Sir 
T. Smith of t ho Allaliabad, Bank i^id in Ma ovidonoe bofom 
tlie Indian IndoBtria] Commissions sonio of these so-^ntloct 
'Mmuks" inoludin! in th€ir bonking business sudi fantostio 
etitorpHm^ as ooooh-building and niodlcal attondanca. tl 
IS no wond^, thari^fore, that whon the wualt camo it shat- 
tere<l mort of llio haiik». 

The clangor arising from the oflt4ihlkhment of banks with 
imuflliriciit capital wim fully rlMcus;sed by die Centrat 
Bankirig Enquiry Committco- Thoj" Imve referred at length 
to ihe rUka inTolved in anoh a dtuntion and have pointed 
out glaring Efii;tanees of banks with ridioutously low fiafd- 
11(1 oapital. For example, they have observed tliat out of 
the 16 hankij that failed in 11*27, 6 had pracUleally no paid- 
np capitnl. one hod a pald^np capital of R^. 800 mid another 
of lin. L4IJ0E Small banks h&ve token advanUge of the 
aheanou of any proviskm in the Indian Companies" Aet 
Rtiffuliiiing n ininimuin paid-up oapit&l. 

TliU cril featnm, luimely, the springing up of miudirooni 
hankit without sufUcicnt capitut, h liiit) prevalent in some 
}\atU of the eountry. Tn TmvaiicorOi for imtanco, many 
so-called banks have been started with a low capital of 
lifl. IjOCM). Blit this tondenw is raoat marked in Bengal 
wheTOt in addition to as many os 782 Loan OtRvi^, ihcns 
are a large number of banks ivithont paid-up capital of 
even Its. 1 lakh. WTiat is even mor^ aliening is the gwal 
disparity between their deposits and their capital. In one 
instmic.'O tliO paid-up ciapital together with the reserve wm 
only 3*#^ Jakhs^ while the deposits were 63-RJ lakhs- If in 
Ibis ease* a depreciatuni c^f even 1ft per cent were to cRicttr 
in t he hi vestmefita which oante to 33^68 lakhs apart front the 
question of had dobta in time of tTodo depression practically 
the whole of the capital and ncservo would vaihsL giving 
no aecority of bankas capital to dopo&iiors. 
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,‘lgain, the oiuili poeitioit of the smnll bankx b not itlwaye 
((ulto satisfeotory* nor is the litjoUiiity of their Uivestntfinfcrt 
beyond doubt. The depoeitots, tliweforc, cannot long 
enjoy a wnso of security. FurtJier, it i» in 

onloV tc attrnet sueli a largo volame of dcpodta, the email 
ImiiiIo) ehould lUtccsaarily offer handEonie rates of interest., 
and imturally, in their turn, they will also havG to make 
their lulvanoiss at liigh rates witliont adetjnBte secuiities. 
it ehoiilrl bo remcniUered in this eonnoctioii tlmt whilo 
nowadays it is very easy for any wjittui buainesa to obtain 
tjic requisite funds at reasonably tow rates, it is only the 
promoters of risky uiid haKftrdoufl enterprises that would 
♦limlf of going in for advanoes from these simdl banks at 
high ratiM of interest- Thus, in offset, it amoimts to this, 
that the sniall hanks tend ovon to third-rato buainoes eon- 
rema, and the attciulatii risks are coiisequently greater. 
If some BUcJi businciw faiki, as it well might, the loss to the 
bank wotiUl be groat, and no it would try to keep it a seoret 
without disolosing it in tho balance alieet. 

The soanty capital of these banks and tJvr wide divagcnce 
between capital and deposits ami tlie inexperienced men at 
the helm of such iustitotions are oonstant murcea of danger 
to Indian banking in gensroi; for, should a big kwa oemir at 
any time, most of the batiks with such ubnonnally low 
capital would hod thomselTss in a precarious position and 
the result would lu* that tlio public would lose confidciioo 
tri Ruligenoun instituttuiw and wotdd boooino [>aiuoky. 
Atiothor serioim sct-liock in the progreBs of Indian bankhig 
wTuilil naturally follow - 

If auoh a calamity is to be averted, remedial meamiren 
should be thought of immediatciy. Tlio ever-increaidjig 
growth in the number of smail 1>ankB has to be checked, 
and their place should 1)0 taken by a smaller number of 
banka with greater mpital roaourcca and reaerves. 'Hus 
aliould Ik) brought obout, if necessary, by tlio amalEamation 
of H tiomlwr of small banking iiutltutions. In tho larger 
interests of the dovetopment of Indian banking along 
right rhiuuiels, the question of inserting epocifio proTisioiiB 
in the Oompani®' Art regarding the minimum rapitaJ of 
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lijiTilw ftiid p^rranti)^ of pAid-op unpitn! to iJppoMits ahotdd 
ftlao bo invootigated by the Govomnwnt. Tho Abecnco of 
any comprohcnelTG bank biw, ns vo find tii the Ck nAfiian 
BAuk Act, hiiR nuidc the inctirpatatiou of utimoroua anmll 
nwi ttnstahlo bmika Jar too oaay. It is, thare&re, uoc^fioaTy 
that suitable legulativo moaouree ore enacted at an early 
dato to oTETComo tliin danger, 

'Hie public difftrufit of Indinn manikgomerit to wliich re for* 
unuff Itao 1 >o«n Riade, tliongh nut uo great or aa univoisnl 
to'day 09 it trea ootne ycota ago, does yet Ibigor. Tlte cause 
and tin? eSbet an* ikna [nteftuiimi aud the vicious circle 
jfl there to moke indian banka BtiU lag behind. 

Wc also And that, apart &om tlie foriiijiiablQ competition 
of tiie Impetiol Bank and tho nou-iniilgenous banka, oinoog 
the Xmlian bonka ibionisclves Ihem prevail mutual jealouay 
and cQvy, and thoy aeltJnm miite oven in tiio face of the 
diflicultiea that confront them to-day. 

Yet, in spite of their woes, the Indtaii Jotni-Stork Banks 
hare tuanageil to but vivo hugely by <lint of their atamma. 
lnt[cH»l, it iH aHtunudiing that they are fonctiouing to-day 
in Foeb large numbers, 'rheJr past achiovomoiite lend 
strength to tlte ixjlief tluit, given a brger mcoeuro of Covoru* 
ment aupport and with a more active nianireatationof puldie 
BtiJJcitmIc, it should not at aB be difficult for them to acJiievo 
still greater triumpiis in tlie future. The noil fur tlmir gro%rUi 
continues to be fert-ilo, thougli ttio prosence of tbomy 
fibruW iias roiudtleraldy detracted fruttt the forLttity. All that 
ill needed, therefore, ja a thorough and systematic pT«a?ei<ii 
of wcnliiig ont, aiuL wluiii that is ofFented the risks of faihirec 
would lie greatly nunimifisd even if they bo not completely 
eliminated, and the hardy plant of Indian juiut^toak bank* 
ing will thrive quicker And better. 


IxoioEtroua 

Thair importance, nwrita and demertis,— From time immo- 
muriikl flic indigenouH bankocu Imvo been rendering valuable 
Bcrviw in tlm Auancing of the internal trade. They are distri- 
buted throughout tlio Icngtii and breadth of the coujitiy and 
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140 by iUITennil mmm, mieh as Shfofe, Mubajuns, Suwc^ta. 
Chottiors, Baniaa, Kanftvfttios^ uic. ITk^ Shroff b the 
noctlng link between the biuika on th& one hand md the 
Taet tripling oomuitiiiity oti the other. He buy^ tho hmtdi9 
eithor from the trftdeM directly or from other unudler Shroffs, 
at a high mto of dboount. It b only wlicn ho has not suJll- 
iiiisrit money of hh cei™ to carry on this business; that bo 
the nid of thLT banks by redificoimting with thorn the 
humii$ which im lioicb. 

Tbc indigonotis banker occupies an Unportant place in 
the rural society imd acts not only as the monoylottder but 
also as tlio village fihopkooper and as the purcliaBer of rural 
produce either on his own account or on behalf of big es jKirt- 
ing firms. This conoentiratUm of tiiverso functions in a 
Single milivjdital plactsa the huTTOwing agdcultumt at a 
decided dLiadvantfigo^ Ae Sir Daniel Hainilton oheerv^od, 
whereas **thc socrot of sumsessfijl mdiisjtry b to buy yonr 
finani'e olteap end to sell your produce deafi the Iiidian buys 
hb finance dear and liis profluce clu)ap< as bin creditor 
generally fixes tlie price of iKitii/^ By concentrutiiig ell 
the power in his own ]iaaiis> th-o rural indlgctieus bunker 
lias been able to exact unconscioiiahly high rates of htterest 
and also to imposo iniquitouH mtrictions on tks borrowers. 

At the same time, the indigenous banker is not, after alL 
tliD cnio! Shy lock that he is ^metUuea ropresentofl to 1)0. 
** He has met this neeils of the Jtgrictdturisi with a curiom 
blend of aererity and ig?tniaithyand has shown himself 
ready to postpone recovery if and wlum tlu? borro wer UTta 
iii straitened drcumstancefl and expressed iiiabifity to 
repay his toan on the duo date. As Sir Oabome Smith hoe 
remarked. is que&ticnablo whothcr a banking j^ysttTni 
whioli proridofl a mueb lower rale of interest but expected 
punctual repayments or sole of land wniild luive boon 
more welcome to the cidtivatorft/'' With all Ids defects— 
and they are admittedly numerous—t lie indigcnoits banker 
haa a definite place in the banking organisation^ Tito fault 
licti not eo much with the Mahajan as w^tli the indigenous 
banking system itself which has not been ot^auised on 
tific litice; and the remedy should, therefore, be nought in 
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remnuUlinn tht nyetetn Lit mut iireseut-Jjiv civnilitioiui rather 
tiian in tryiitfc to tlo away complutoly willi Oia miicli- 
tualignod 

if the initivi> bnnkera IumI conocutTatet] ou Iwnloiig 
liutiitiesa iilotio tlusy might lutva nstaineti their gr^aliuiwi. but, 
iastrsatl. ifiey oombined trading with hanking witlr flmaatroua 
n«ulU in moat casefl. Again, tL«ir (tailing wiw» usiwlly 
burediiarv, aiul the proaiwity, tliorcfore, of a firm of jndi- 
Ktiimisi hankers dopeudod almost onttroly wpoii the capacity 
of thu pcrwin at its iielm. Tbo inoflicicficy of snccesois 
was t!» pritidiwJ (ytm» of faiturea among itidigenous Imi^- 
vug firms, but, loOTO thnii everything olw, the ever-iiii'J»ufiiiig 
(»mpctilioft which the indigenom* banker bt^an to oxperi* 
6i\<x from the Imperial Bank and the Indian Joitit-Stowk 
Banka led to hia being gradnalJy ousted Jrom the field of 
TOtnitlmito bufiiiiMs and othtft profitahk braiielies of work. 
Tliefie bonks gradually opened brandms tjven in amoU lowrwi 
where ptuvioualy tho Siu-off luid oxer^used unrestricted away. 
auci it wTui not diffictiJl for them with their greater rosouras 
and better organisation to quote more favourolilc terms and 
enpture the greater portion of their buslneaa. Bui the 
mudom eommereial l>ank9 have not yet pewttoted into 
the intefior and. therefore, tlie raral population lum only 
one soureo to reeort to when it is in «i«d of money, and tliat 
is Lho indigonouB bajikcr. But- for him they would Ijavo to 
go without any fmanoial assistance whatever. If the question 
w«s viewed in tlija Light, it would be roaliaod how indis- 
pensahle he w. paitloularly in the rural oeonomy of 
tlic oountry. 

Professor C. N. Vakil Ima {minted out in a reoeni ifisne of 
the y’ilwM of India how even to<lay out of tlie large v<dume 
of internal tTndu valued approximately at Ha. 6,0W) ororea, 
only u small fraction, repreeanting about Ha. 100 ororen, is 
licing financed by uU tiie Bchcdulcd Banka togetlier. Tlic 
flnaneing of by fir the Lvigost portioo of the internal i nule 
otill renuuns in the hands of the indigenoua bankere. The 
greatest need, Iherefure, at the proaent muiueiit- is to oleanec 
and purify the indigenous system and then to fit it in an 
appropriate place within the framework. Tlu? Central 
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Banking Enquiry U4>mmittpe devutwl a cioiMidi^mble por¬ 
tion of their time to the oiaminJiitioti of ttiis probietUt wid? 
being bnprcflsed hy t !ue unanimity of opinion expressed on 
ftlt tfidoa, TBOommencled thai such of tiu) Indigonoim bankciB 
who m&y bo ptepared to drop nil noii^bunking activities 
lUifl nho to abide by oortain oonditioitB and regukiiouB 
regarding tlio proiwf maititonanoe of accounts ami sanh 
oilier dctuila^ Hkoiitil bo uUTtuiliHl in ibe Ihat of ^^iSohediiloi] 
Blinks.Thougli the Reserve Bank Act, m it staiida riuvr, 
clocfl not speciGcaiiy iuclnde tliom in the scslsedule ns tcooiU’- 
luanded^ it contiiinB a oiaiise requiring tho bank to wtudy 
tiie whole question of iiLdigenoiis lianker^ and to 
U> Govemiuent wiblihi ibree yeatft cooerete propo4?ab for 
briiigmg them within the banking ftiruoture and e 3 £tending 
to Uieni all the iirivilage^i and rtaiponalbilitios of SohedukH! 
Banlof. 

Sir George Scluiater Htressed llie need for detomiining tlve 
futurt* role of the iniligeiious bankeiM when, in Introduoing 
tiio Reserve Bank Bitl, he deelaTed m the 
Assembly aa follows;— 

'Mt ia impossible to overestimate the importance of tlie 
part that the hiiiigonous banker pbys in tho whole of the 
bonking and credit inaeldneiy in India. I wnnt to nuiko it 
quite eloiLr that we iwogniBo that until the vast portion of 
Jnilia'i banking and onedit machinery that b ropresenced 
by the indigoiioiuf buikora ia put into gear witli tlie rclitivdy 
Hniali tuaclime of tlui^ iniKtcmiMnl money market with lim 
Reserve Bunk as its oentml oontrol, it wiU bo impoftaibbs 
for thy Reserve Bank to eKeTctae full ecmtrol over the enr- 
rency and coodlt of liidia/^ Groat as has been the iniii- 
genuus banker's oontributioii in tho in meeting tlio 
banking rve^xls of tlio Country* a htill greater future awaits 
him. But it Is iieoeasary Giat^ in order to achieve this* ho 
idionhli in the liTst place, slicd bis utm-baiiking activities 
and meflieval mctlLo^is. He atuivild also move with tlie 
times atid adapt himself Uj t!ie diangt^ of enviroamonts. 
If he itoEM Lhisj lie cunld greatly eidiance bis usefiiluMB to 
flooiety. 
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CO-OPSMATIV* 

Owing to the timitottotui of jspoce uui the lack of infcinmlo 
oi direct contact on the wriler's^ part th® 

movement, no more thoji n pasemg tefeirenofl to it oan ho 
attenipUMl at tliis stage, It hoa to bo oheerved that there 
is no unanimity of opinion aa to the extent of its bmiefit to 
the oommunity, Bot. nevorthielcsB, it cannot be denied that 
Ckhopentive Banka Ho form part and parcel of the eountry'e 
hanking slmetitre, aiwl tliat they have actuevod a certain 
meaenre of BQWiere in their own way. Under the Reserve 
Bank Aol, all the rigfata and iirivilcgiea of the Soheduled 
Banks mo extended to them also, and with bwqIi mivantaBW 
their usofidnces to the rural population may be expected to 
increase in the iiituie. 

Gsxchai. 

Great scope fo? devdopnient.--Tlin following tablo, showing 
tlie paid‘Ui> capital and reserves and tho deposits of tlie three 
impeoiant dawiett of banks in India, compares the pre-war 
position with that of reoeiil yeare:— 


Paid-up Capital, and Duposii^ as al December 31 of mck Ymr 

CStoliwUml Tnbtii# rnUxiitg u> m ImiiA) 
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'WTiilo the figtuwi (iiwtcti above iudlcate progreM, it 
Bhoulii be leoogntsMl that tliens ia much leeway lo bp miulo 
up if India dcsirta to take her place aniong the advanced 
uatioiii of tbo world. Indeed, India'a btwkwanlnes in the 
rlcvebpment of btinktug iiae becoiue altn^ notorious niul 
ItM been empbasisodl more than on .00 by indiTidual wTjtcr» 
nnd officiai bodka aliko. Tin* Indian loduatrial (brnniisakitt 
and the External Capital Cominiltoo, for uwtanoe, drew 
pointed atteiitioti to Ibo fact that Intlifti with a sixth of 
tho world** total population, b moat inadequately provided 
with banking faoilitiefe. There are no hanks in Uie 7W,(HW 
Tillages of India, nor b the twmitioii much better even in 
the towns, for only 4vfi rat of 2,500 of the btter can boast 
(jf banking offices. Tiiis paucity of banking fncilitiiw b fiirtiior 
illustrated by tlie following state uwnt oomparing thb 
MUintry with aoiuo of tho advnticed Western eoanttica;— 
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Cff**nirji 1 

i*Qpu^wn 1 
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Statistical analysis has also revealed tliat tho total 
volimio of dopoeits attrnoujfl by all the banks In India oannot 
stand oumparisoiiL with tlio do|H]ait ligures of oven one of 
I ho *‘Big Five” in England. 

DtpC9it» as OB Deccmhff 31. Itf^d 

leqwrial lU«l! of India. En'hnijfo'j IlHt tiiilbwis 

Etunka and tbo lodmtt jMat-SkMh V (Ba ««mv* «•> 

Bnido , . . . J i».«. iw mrwo). 

Mit|l 4 Ma Bonk l.h).tulUimbf 

iJoyili Bank |.td. .... £3*0 „ 

JianLiyi T 't*l 1, .... . £3^2?V »■ 

WmtmiiMAr l^tmk LtA. - * - 

NiititRiid PftrYUifwl U4Eik Ltd. « . ^7A 

It hm» idfto becu qompiitod ttot iho average de|Wflit j>et 
be^u] Ui India woricfi out only at 15^. an mirapimsd wiiii 
£73 and £57 in ilie United States of Aineriea wjU Great 
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Britain nwpcotivpiy. Ttie total vatno of tlio oltequee handkid 
by tliL' doarixig Itoufloa in various toimUies is Miottier indps 
of tlic pni\'aloii<» of the banking babit among the peopto. 
Even in this compiuiBon lutiia pubs Into insIgnificBnoe; 
for. while tbn aggregate value of the olioquea elfiared tltreu|^t 
the London oboring hotwe alone diwnjg the year HtSl 
amoimtod to £Ub,2»ft mUliotWi, Tlie comssiionding total 
figure for all tlw seven eleuring hotises in India for the 
Bime year was only £1,1"! mlUioius Uta. 15,61,50 lakha ^ 
ab. 1«, fkl,), 

All the** go t<i ehow Umt the bytnking habit has not taken 
root anti lias not jicmnjated among oU scotionB of the 
popnlatlon. Only t lie tirhan aToae have been served by 
liaiiks, tbe vast mill ucattertfd nicaJ |Mipubtiou fiiill remaining 
tmtouahed. The seofie, thcn'ibn?, for th« er-lension of tho 
benefit of modem Unking melhndB b very vaai. Witli the 
enouiirugeriiant ftnll aotive wwistance of the Iteserve Bank, 
tile luflian Joint-BUfok Bniiks cowld extend tlieir sphenw 
of ttaefulniswi and help in the mobiUsation of the cotnitry’a 
hnaiidol reBourocst by leloaslng the money that lies dormant 
in endless Bmall hoarda in the vilkgos of Inrlia. 

Banking in its ewtentiab has been known in India fur 
ages, bnt, although tudia evolved and worked the prineiples 
of banking prior to the Western oountriee, the West definitely 
is now well ahead of the East in the matter of ayatemH India, 
in (nirtiflular, is extremely backward in modoni organised 
blink in g, and this fact is driven home to ns when we eom- 
paro iltc savings of £Mi per head in the United Kingdom 
with those of 7s, 6d. in India. Tli© gap, wide os it is, must 
l«f gradually fiUed in mid this eouM only bo done thriragh 
A lapid development of Indian banking on the right lines. 

The proflperity of a country depends upon its edonomle 
aetivitics. It is agrienlture, commerce and industry that 
provide a coimtiy’s wealth, but without adequate banking 
facilities these three eaimot fiourieh. For a vigorous eoo- 
noiuiv life a fully-developed banking system is highly 
cseential, and strong nationaliiieil banking alone ean pro¬ 
vide the neoeasor^' leverage fur tlie economic uplift of the 
country. 
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PMtOJript, J 0 I 5 . ai, lesa—Since the line* iraw 

written by the Into Sir S. N. Poohkhntiwaln, the foimdor 
of Om gnsit 4 Xrt Inti bn Jtiiut-Sloflk Bank ¥fitli Indian 
CHpitul and Indian inanJttgemflnt. kgialatlve regulation of 
the smaller pint-atock banks lias been |i(rovnled for under 
tlio Indian Companies Amendment Act, 1930, Port XA^ 
Sections 2?7F to 37TN. Among other things, it tlohnes a 
bank, and lays dovm that a hank must not be managed by 
a Dianaging agent, must not start buHineea unless it has 
teaeived paul-iip capital of at least Rs, 60,000, must allot 
at least 20 pur cent of the annual profita to the Reserve 
Fund till the Reserve Fund is equal to tho paid-up capital, 
inusi maintain a eash-teserve equal to IJ per cent of time 
liafiililice and 6 per cent of demand liabilitiea, and must 
TOpply to the Ecgislrar of Joint-Stock Companies monthly 
statements regarding cash reaerves and Uabillliea os on earch 
Friday of tho previous month, These proviaions of tl»e new 
law are likely to Btrengthon the lianking stnioture by 
promoting amalgamation of tiny bonks and by bringing 
the smaller joint-stock banks into closer relations with tlie 
Mhedulod banks. Tho Reserve Bonk has also recently 
drown up a schemfi dcsignjcd U> cstabliBli liiiks hetwoeii the 
mdigenoua boatcro and moneylcndorH on the one hand ond 
tlm joliii-slook banka and the Reserve Bank on tho other. 
—ifdiVors, 


frpAPTm XSS 

THE RESERVE BANK OF INDIA 
Bv B. R. Sheuox, M.A*. M.Sc.Eoos, (Loxposf) 


1 

^1. Tha efforts uivolvod in the passage tlitnngli tho 
Le^latittes of the Rwervo Bank of India Act, whioL 
rowjivetl the aasant of tho Governor-General on Alflieh 6, 
1934, did not reprint tbft first eerions attempt to eatablisb 
a Beoerfu Bank in tulia. Besides tlie Reson*® fenk Bill 
was thrown out by the Lugtelativo Assombty in 1928, 
there were several edwiaes ptopoeod from time to time 
which were eimibrly set aside, althougii hy different 
authoritioe. Treatisea on Indian Banking, in their paa^g 
referancea to the Buhject, state that the first proposnl of 
the kind was made in 1836A But there were two iiiterest- 
ing schcraefl before tSiat date.* Warren Hastings was 
reapoiiBiblo for the one in 1773,» and Robert Riokardfl. a 
member of the Govomraent of Boniltay, for the second 
in IflOS.* 

fiftT iy (^trat banlring proposaJa.— Tlifl first of these was more 
Gian a more proposal, as the iwnk was working for some linve 
before it was dissolved by order of the Company’s Directors 
in England. It was the result of a "Plan fiir a General Bank 
in Bengal and Babar frie] placed lujfore tlie Board of Reve- 
nno in January, 1773, by TVamin Hastings. It is interesting 

■ itp., J, M, Ke;?n«. fsrfiim Oumwv wid Ffnanoii. p. SU, 

^ ■ iommthilt Twvi^w df ih» shi pji bj taa 

on Airpr^i of 4 Hfl«rr™ UhaIc for fudiik—I/* 

Jlbir^e*i>, VbL Se, Ootobae, im. p- 401 * 9 - ^ , 

* iTUim OJfie* ffiKKPfcb, AfrtorfliwflW l^ol, p- €f #0^, 

* JWiwirtflaary Poptr*^ Vol- p. ^ _ 

* M w leziotfi JfwtliUm Cirwtt nmf tl«s poonwiEHu tmiml Mivi™. 
Bosgsl Bohar oonipdwxl BTiUili lorritofy En Indip ibm,l luto. 
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to note that the Bank nm intond(?<l to ant* m iianlvL^ to tlu> 
GoTOmment, mih h viow to roniodying the inconvcnkinooft 
ciLiiBod by the wiLhdmwid of fundi^ id to tim Compuay'n 
im^nry ut times of fevouuB (otieotiona: to work jvs mi 
mjeiicy for i>rovising easy ami elioap tDoan^ of roiuittanoe 
tif fanrLs nmncl t1^ ouiuitiy; and to enforce tlio ivurmrmy 
<t{ ni(iec8 ili* atMiidarcl ooin of the eoxititry. 

''For wniit of linte and ahlUty in tliue GovernrntLiit either 
to 0 tt|>oTintend or control so complicated a busmofs'*^ it wm 
decidett that ihe Bank was not to be on the Companyls 
"own jtnmodiate acoount" but only a private concern. 
Accordingly two colobmted niercluinl Imnkers of tbo time* 
in India were appoiDtoj jointly to conafcitirto the Bank. 
rv>nfiMloring that in tlie nirly eeroniiofi df tlie oightoenlli 
contur^' banking in this modeni senftc of ilie term wan sill I 
in itn jwTiotl of mceptkio« a ml ccntml Imnkiog iUisory, Jts 
siicli, was yet to txe foniitdated^ fji© ''General Bank'* of 
177^, tFOa perhapa net a fKK»T Koginniiig. It is inCercirting 
to tiole that the Bank of England did not at this time 
pi>dseBa thcf privilpgs of thf? custody of PubUc Kevenuos* 
wtiich Hostings'' hank did. 

§2. Rickordfl" scheme was tnon? tOabnrately planned 
mid porlmpe is superior to the first in tiiaiiy reepeo^. It 
anuF formidatod in a memorandum [irvacniod by him to 
the Governnieut of Bengal ^[which then ilio '^ceutral" 
fkivemnicfit) in l^S^ i,e,^ aIkiuI I.wo years after tlid 
ealnblishinciit of tlie Bonk of Bengal. Tho Bank was tioi 
lo l» a State Bonk, nor was it to l>e a piirplj private 
institution, EiekardB xras alivo to the itnngers of both. It 
wiia, to be a -public institution with a 

Board of Directotfi consisting of one Gi^vemuient uoniiiiee 
ami Imlf a dozen or so mdepeudunt men," II woe to have 
t.liroe liiMid ofFioos, onoeoch at Ikiml^yp Cakuttaaud Madras, 
with ^^aubonlinate Banka or offices" roiiiid the country. In 

* TKpji" wiwn "Hah boo Hsmiriiiiiill luvt D«|(’hjiEini, llu* fQrnv>r An 

Cinric^iit; ai^lI nnpcclnbl* rut^tchAlll oC OnrlnuttAi. iHLEvr a bpuiiii^f dIl 
yewraXtl lUlT A J l^ AJld A trruiiJi uf llw fumUy fli O/fi^ 

HiffiprdJtt flp- «t.p 231>. 

•Fhilip^jrh, jAe Motu 

|rp. 14^ Aiut 117 «f 9 ^^ Amlmuk^i Hittcry of JObuuk o/ 

p, ft mq. 
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tiii» he antir-ipftUHl th^ wiLBtitutiiirt of tlio IjTi[K:ruiI B<uik 
of IntijJi. Tlio Bftfik wati Ui Imv© tli© right, mitl propurnmbly 
ilio nioiiopoly of n<ti& Issiio; it- waa to ftct oa lutnk^im 
to t lift Covommdsit : bo the Hsiitrc and ii^d of t!io money 
miitki't; control aiul coH:>rdiiml* its cionfstitiieTits; provitlo 
for tlus fiTO flow of funib round the country; hring nboxifc 
ft funootlioning out of tho divergonsoa in tlie money rates 
pwi lK"twoeTv ACAftoiw, and diiferoTit fwHfi of the oouutiy; a.nd 
perhaiirt control the rate, Tliu projoet^ 

ho^TeTer. waft not ^ympatlmtically riewiMl by IJio Ginomor- 
GoiinrAl and vras rajocted by the Court of Difoctore. 

§ a. The next proposal for tlie eetaiiUnhuient of a 
centnd bunk was msdo m by a body of *'Ejwtt India 

Merrhantfl/* Beside transacting of the rotitml 

(ioiikmg ftnictioirftp it was also oipoctedp by the ivnthor^, to 
Ik? tufitniniental in providing employment for the '"ro- 
dundi'^nt capital" of Groat Britain. But thfl Ikmk of 
Bengal !mviag agrwd to take over all tliO diitJeifl expected 
cif the new bank, the project fidl thronglu After tlii$ date, 
incictentol allnsiotui in oflSciiil correapondonoo to the 
cstabtbhment of a central bank imisieroiis. And after 
the eetablifthment of the Banks of Bombay (18-ld) and 
Madras those oUnsJenB were sometitOM in the 

dkectioD of amalgamating the three Prcpidenoy Banks. In 
Ijiis ootuioction mention may ijo made of TVilson's scheme 
(lfi59) for ft Govonimmt IsEnie Department, and Dickwn^ 
miniiijmnduEn^ on failuri? of the Bank of Bombay 
for tliB amalgamation of tho thm Presidency Banka, In 
ItiUS, iKJmo of the witnei34icfl l^fore tlu‘ Fowler Onnnutleo 
^pjiorted tho idea of a cretitnil bank atvd^ Alfro^t l^tbfichllik 
in ft written statssment cnitlined a plan for one, on tho 
model of the Bank of England. I'ho Coniinittoe* liottxsverj 
regarded tlia quest iuu as outside their tornis of reftr- 
cuc<? and did not pay attculian to it in tlidr report. But 
Uumhro, otio of the members, tzi a Bcparate neto pointed 
cmi the im|wriEmoo of a oentFol bank^ 'nds note, Jifter 
fkjtuti oorresjpojirlynce, gave riae to a oomferenoo of the 
ToprcsentatiTBs of Prorhicial Govorumenhf, PreaickntJy 
Banks, and Chambers of Commeirc©, Before the confcicocep 
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Djii«-kEi]it, t!u' FutAtiM Member, fitiMCwd « wflutme for en 
Jndiw (Tentiul Bciok, Tlu; ^tvtaiy (»f StAt«, ttottwer, 
iot it uUle. Tlierwiii^f* Srr Edwnttl Jjiw cKAniU'iMt tJio 
qmattion of A nu L l g Amn ilng tto J^tiliTncy Boriti!*, but 
nhniiJuiux] tlm lileft vu Uip gtouml tItAt tluf uost would! lio 
too hijfh. Tbo uppouitmimt of tlw CJiajoberliun Oom- 
tniiutinn (1913) agkiri brouglil thp ijimMoiii t<j [irotoinoTiBe: 
two mmnoraiiibi wore pkcc*! bufaio tlur Commission» one 
by Sir Uond Abrnhunia. nnd llw oitlier by Mr. KetTU’s. 
The twins of niferenw of the Babington Smith C'omriiilteo 
dill not incltitlt* oXAinjontjon of the quetitfon iif n rcntnl 
tunkr 

f 4. Sir Sssi] Btockntt^ BUL —^The nmnlganiAtioit of the 
P^idntmy Ihuilu in 1 921, into tJw Impprial Ihmk of Itidiu. 
did not put un end eitikor tf» iiio dcimnntl or to the oocaAstiy, 
for A wntml hnnlc. The rjitestiou, therefore, wuu agnjji mined 
by aikI Wfote the Kllton Votuig CotitmiKtiuii, lW2(t. The 
f.omtnimiirn rcooiiKnendot] the etitAblisliiiiinit of e CiuitniLl 
ItBwnrr- JUnh nnd outiinud a consijuitiou for one, iLuod 
on thiSf the late hir Jinstl DlAchett, iho Finance ilentbor, 
a Bill Eo the I><gi#lAtive Aaienilily luj ilnnmuy 3ff, 
IWiiT. hVnni the verj’ atupt the Asaemblv nliowod a lark nf 
entliuiOtMin for the ftioasupe. snd whim tlie BiU i-.merged 
from the hnndu of Uio Jiilni Beirut Conirnittw!, iij alJ 
csientiali tt wan veay mneh dlffbnait from ilio original. 
The pmate Imnk wm turrwd bio a Btab- baith. and, the 
l,reif)ratunw aud apeciiU iMtennta likv the (!1iaruhetit of 
OimnicrM, eppoifioi^y disqualified far w-ati on the Direu’ 
(arete of t.ho Bnnh, in Uw origlnat Bill, wen* allownl surh 
nsimseenlttlbii- After the firet wren datlw^ of the Um. as 
repnrte^l by the (hunTnUteOi wero ooitUiidmd and mted 
mum, furtbet eoiuiiileratinn of it waa pcatpanefl, on liio 
n!qi»f..i of the Finaitce hirmlwr. to allow him lime* to rotuo 
to aj) urehaatandiiig with tlko Leghdaturt on the qiwalJon 
of eompodtiim «f the Bijard fiinw m. eatkfactory agroe- 
■utmt eotild lie arriml at tut the point, tha tjovernniont 
deejaed not to |noewd fitpther wtUt the BiJt. 

TlwreaACT, Sir Baell Blackolt paid a rlsit to Etiglaad, 
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fuitl, on rutuni, tiwl imbttBbw! in ihii OiKrttt *>/ Indian on 
.Taiitiiuy U. ID2^, anotiiwr Hc«erre Bank of India Bill, 
jirovtilitiif for A shnrrftotdpra' Biuik, “ih* from 
iuHueiino.*' But. r»te! rofosod to isoU Uir (iuvem* 

nuint lo rnttwluw the neur Bili, whlok wna jnit on tlw 
BgcndA of lUo Hou» for FobnuKy 1, IV2«, on thr grotunl, 
that no now Bitl ooulil 1» introdnocd nu a topio, when » 
Bill WHO alroad.v Iwforo tho llouiMi on it. unlca* the linit 
DDO ww withdinwn- Tliifl could Iw done, hownror, Im 
nudnlaincd. only if tho Houeo nJJowod leavo to do 00 . Tbo 
Finniioe SIctuber tltoroupon dooidod to proooed with the oW 
Bill, but Gonld not go Ueyond obiiHo 8. which wn* n'jootod 
by n ronloriiy of mje, Tlu> diuiin tnhiioti to tfio Bonrd of 
Miuutgciucnt, and flince no Bewrve Bank could function 
wilboiil one, further duliboratkuw on thn B'll were dropiied. 
Thun temiiiiatcd tlw bertdo effurtc of Sir B^uril Blaukett to 
MO btimwlf futliBf U) an Indian lUamre Bunk. 


11 

I 5, The matiijT wm uguin taken up by Hm Government 
of India in their Dveiutah, dated Soptemlwr 20, 1030, on 
tlw Simon Gommkcion’u Kefomj l^ropOBal*, which iHated 
ibat, "the fuftiution. of a mterve bank on sotind linm tnitft 
. . . b« a «mdttU»i pweodent to any traiwfer of Gnanckt 
rnponeibiJity freui th® ugtmt of Fariiaiucnt to a mtnltUt 
anawerubh* lo tbo Indian Leigudnture.”* ’nio Govwtowsnt, 
on prindlplt). abhorred the idea of a n!«|)oiuibb Tiiinbitor 
buTtng ccMitrol orpr ibo ourreiioy and eachango policy of 
Hut ooiintry. Three obaomtioni may ho nid to rofU^nt 
the gotireU of the olToirta ilmt leil to tlio 1034 Act, Tbo 
Majority Kct»rt of th® Contral Banking Inquiry^ Com* 
miUmr. U*r Minority Itoport, end tbo Boport of tlw Foreign 
Exiieiia (lb.Tl) areoelated with the Comnuttoe. all oni' 
pbaiUdHl the rital Importanw of a Breennn Bank to the 
Ootititr^'. * 1 ^ 1 ® dleni™tiif|p at the three Round'Table Cun* 
feiunrea on the eubjoet leaultod in the ameptanoe of llui 

^ too. 
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vksw pxpiii>8Acd m ih^ Government of India D^spattdt. 
The “Whiles Paper'* or ilie propo^ulB for I^duin Con- 
kfititutlomil Befoim, puhlmhcd in Murciip 1£^33^ Uid dovm 
among the fiiianoial pR^qnkites to tho inoiLgnratmn of a 
ro&poneiibb Fedcml Govenijneiit that a Reserve BoTdir 
'*frce from political itdluonocr mil tiave hoca Bot up !iy 
Indian Ijeg^latioii tuicJ Jilreinly ^ueceRAfnlly rating 
(IMim, 'S2}. 

Th* Beservf Bank ol India Act* 1834. — Atul, in aooaitknco 
With the uiidertiakiiig gtveti hy him to the Thirr] R<>um1- 
Tabb Cfuiforcnce, the Htcr&iwy of State het up a Committee 
on Indian Kcsoiw Bank Legi&btion^ whioh mot in Lfjiidcm 
in July, On ttic b^h of the Itejxirt «d thb Committee 
a Bin was introduccKl in the Legblativo As^mbly in Sep¬ 
tember^ | [^33_ Unlik(^ in the Congress Patty being 

noff out of Lhe Assembly, the Bill of 11^33, vrithc.mt iimterinl 
ultcmtioiui, pa£;Bo<l Uirough both Uom^ of L^gbEaturo by 
Pcbniitry, 1^34, and the Act, lu abeady noted, ii^eeoivecl the 
lu^rit of tlie (]ovc-ruot-Genertd un Mnrcli if. of the ^ttue 
year. Thoii, it wiut left io Sir Georgo Schuster to ix^iliHe 
the ambitjoii of hb predeoee^t. Preparations were then 
marie for the inaugamtton of the Bank. 

The capital wns issued to the public botweon Mareh 22 
and Alamh 2^^ 1035, and was heavily over-aubsuribml^ tlie 
nppliiuLLioiid being for h erores' worth of shares^ 
eidertug the low rale of diviihmd nfforod (3| per cent), I lib 
is duo 111 11 le nintti* no doubt, to the rerltiiidafit funciii In 
tlu' iiu^rkot wMeh, enring to the deprctudon* find tho rwio|jO 
for eafr and attractive tiivestment limited or almost alMjit. 

I S. Con^tdadoa of the bank^ —^The Act is dividetl into four 
diapters wuJ five sohedulea. The chaptortr deal with rlefini* 
lions; ifieorpomtion, ahare capitaL matiagonient, and l>Tisinpfi3 
of tJiD Bunk; fsentTal Liauhingfunctioim; and with gcnetal pro¬ 
visions relating to the Rwerv# Ftmd, Agricidtural Credit Do- 
partjnoni, auditing* rotuttis, and bindreil quciiiiona. The 
acbeduliHi oumprue the Avem fierved hy the various Shnns 
tiegudem* provbjoDft to be emhcMUetl in 11^ agreemerit 
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bc-tTHToii t'hp Bnnk cind tho Imp^iriiit B^tilv (if Intlio. i 

«cftk of additiDiial dividuntl to shamholde^re; and 

ft form giving details of £ho weekly letiim to Ijc pnbiiflhed. 

Xbo filiftTo eApitftl of tho B^^nk m crones of rupooa dividoti 
JuUi ftiiarea of 000 bumirod nipoos ™eli piibtidy HulHwrribed 
juifl fully paid up. "Iluoro apo fivio sepatate Eogisteps of 
nlinretialdora maUitaiiitxl serornKy at Bom bay, C^Iuiittap 
[kibif MftdpaSp and Rftitgooti* and Urn ahnTefl aisignad lo 
oaoh Begietor ate fixed. In tim, wuiglitagci lios Inx-n given 
to Dclhit at tlio expense of Maclm^ aod Bang(H>f>« t>wner' 
ship of sham? is »ot restricted to IndianH^ it is open to 
hU cIMzezij^ of tJje Empiro. But the privilege is withliold 
froin iioQ-Britiali subjects. 

57, The ooiistitutHJii of the Bank Itm the BOmlilftnco 
of SI hxlerjiL one. It provides for a Ceotnil Boaifd of 
Dirertorfi with five Local Boards, onu ewcli at Bombay+ 
Delhip Calcutta^ ilaugoou^ and Madras, But tlie Lonil 
Boards^ unleija a convention giving it more ponncri coiiica 
to IA establislierL w-hichp however, ^outd seem to be 
extremely miUkely, would prove t^j bo merely advisory 
bcKlioK ftnd eJectomJ colleges to fietifl repreflenlatives to the 
Central Board. Otherwise they liave no specific powerst 
iluties, or reeponAibijitie^t conferred on them by fche Act. 
But tli0 Centml Board may^ if It cLooses^ detegate to tham 
wliaievtsT functiotns it may t hink fife* It would scem^ ttuoTo- 
foro* tliftt at iMSst, ili&j may play the part of Dbeount 
Coinniitteee of the Banks of France^ Japan or Belgium. 

Tim Central Board consista of a Governor and two 
Deputy GovemorSp tippoiiited by the Govuimor^Ceiiertd-iiv- 
Conneii, aftor cotisidemtion of tho rucommeiidatloo made 
liy the Board in Uiat behalf^ fonr Directara* tietumatod by 
tlie Govenior-Genemldn-Oouucii; eight DirectorBp ricctod 
hy iho eloetcii membora of the Local Boards—two from 
Bnmhay, Iwo from Caleutta* tw-o from Delhi, one from 
Almiras, and one from Rangoon; and one Govoranient 
(afiiciah nominatol by th© Guvmrnor-GeiKrral-tn'CoTincU, The 
lAAt-imniod I>inn:tor nnd ilio Deputy (ioviiniiim may otijy 
ait curl moetingH of the Cent ml Board nnd take pint in its 
deliberatio-nn^ but ihall not l» entiiled to vote. The 
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Eiominatcci dmil hofil Dflliixi ituiitig tho pbaaixre of 

itm GoTemor-(.fOn<trftl ftisd fcho other DtoctofH for fi™ 
bull elioJI bo eligible for re-olD<nioB or re-nomiimticai^ 
na the cflfio may bo. 

Ea(.^h L/>cal Board ronsb^ of live niombor^ elooterj by 
eduwbulikint who ars rpgintemd on tbo mgiBtor eoncfTmed, 
and not mote tliari iliroc mombers nommated by tiie 
Central Board from tuc^ ^Imroboldoni. 

I 8. EoooiioM of tbe bank. —The Act lays down in dotaj;] the 
typoof buameea the Bank maj* and may not LranaaoL. In tUh^ 
ejcperienoft ami laws of othe r Iinvo boon freely drawn 

upon. The Bank U doaignod to fionre aa a l5aaikora' Bank. 
In id] normal time® it wn^dil offor iid^^ooillpotitiDn ftPlTte' 
i^DuneroiaJ banks in llw country, and if Tiiidor flpeoial 
t^aumstanrea it should apjiear in do eo^ it wendd iinl. l»s 
for making profits but mcrelj to enforce a poliey conc^Tcd 
to bo in the bast intenost# of the eoimtry. ITie Bonk thus 
cannot own fixed jiroporty, except its own premises, nor 
make advances against them; offer internet on ^lopositB^ 
nor advance unsecured loans. l>tber typea of businefis 
forbidden Ui the Hank are buying it& own flhaxtss—for that 
would amount to reducing tho capital of the Bonk—buying 
obares of any company- or bauk^ arlvancing money ogniUEt 
them, or engaging in trade* or otWwHec luvving ii direct in- 
tercet in any comniorcial, iniluBtriaC or other bujdm^&s under¬ 
taking. 

5 Tho Bank may accept fio]iosjts wiiliout interest, 
pwrejiaee* sell or re-disconnt^ bilb of exchange oHeing out 
of bona fide commercial or trade tmttsantlons* or IfisucKj or 
draw n for tho imrpose of kolding or trading tn ifecnritira 
of the Oevemment of India^ or a Local Gavcfmment, erf 
eecurities of nii approved Indian Stn.to, bearings in eadi 
caac, at kast two gocwl aignatun^p om of which shoH Iw 
Uiat of a menilier bank with a maturity of ninety day^ 
(or nine mimths in tlie case of biib draw n or issued for the 
pnrpoM of iinaiioing soiuimml agricultural operations or the 
marketing of cmpeb Tho extended perbid in sfespoct of 
agricultural bills has precodents in the U.S.A., South Afrita, 
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Hutii^Ary. fvml Llijje. Th& Bank may doal iu foreign 
ill xiijiiitnum amotmt-s of onti lakFj of but oidy with 

tho isduMluIcid. bariks* finrl puri.'|jo£»e. aeU or ro^dis-coant* 
i^i<!rling Uilb maturlag nineiji^ J^ys, n)^ only with 

the s^horluJiMl bmikis. It may puroliaso or sell Bacuritijea 
of tFut Govcmmfint of Imlla, iha Britieh GovMimmt, a 
I/ical CrOvc^Tiimontp or an iip|imve«L Indian 8iat4!. lb may 
mako Advance to lAw ProTuitial am! Ot^iiral Goyarnniniitii 
ici Uidhk^ Ko liaiit, hownvor, Iiaa hocn put on tho amount 
that be ao lent. Expezii opinion to^dny is in faYour 
of putting suoli a ILuiit. siuoo liiAt would remove^ porhaps, 
tlie ohiof motive truit incliioe^ mi^^t fjoveimuiont^Si wJion 
iu diSioultkA^ to attempt to kiduEiiioe. tiio managommtt 
of tlioir bunks of Lsaiiie. The Bunk would aat na brmkor to 
Uio Pro vino ial luid the Ountml CrovemiuontA. It would 
iiiive tki; monopoly of For mnii^ time, liowovor, lim 

Bimk would cpnly tho not^ i^impUod io it by the 

ixovcniraoTit of Indiuj but the promidfc in the Act, upplie- 
ahto to Bank Xotw, ahail apply to thw Goveniuumt of 
India notes, issued by the Bank,^ during the period of 
troiisitioai 

g 10- Belabon wUhmamliar banltSL—Following the American 
pmotJoe whidi ha« been gcmorally adopted hy ilio post-war 
Ccrntrul Bankn, Lb has been Ltid down that the member Irnnkn 
nhiiiJ maintain with the Re^rve Biuika reserve of 5 per cent, 
and i jior cent, of their reepeotive eurreni and time liabiUiiea. 
Although much can be said in favour of making a distmetion 
botw'cen the two type^J of UahilitieSt Arnerii'^an expodonoe 
has ravciUod that under tlte flireiinietanoee banka effect a 
shifting of current to tho time dopo&lte, thus camdng au 
iLrlLGcial ratio between Ike two. A oompoaito wflcrve 
lacking might, therefore, have boon preferable itnd it 
could thmi have been iiiade obligatory cm the iMuikii to 
publish aD|»anite]y the £gurc^ for tlm two types of depooitSi 
^Vhilu tiatiefyiiig the requirements of certam scientide 
analysis this would have removed the otherwise liTuig 
temptation to tamjicr with facta and exhibit an unreal 
position^ 
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la retum for tlio lutcrvst-freo itsome iiijiin^ 

tain^l vritU tke Central Bani, iho raomber banka voulii, 
for iJii^ Ansi ilm^ in lutUa, Bnd in tho Bunk a aouroo of 
fMiier|$cnc-y Aturenr}'. In tlie bankuH ^keii in dUBouhi^s 
have auSbiod Tinncoeauarily tiovero huribbips) or b»vi? been 
forced intii iiquidatioiip tbf?ir ociujid owing 

to thp ttbaeiLoe of uMured Cadljtio^. Tbo Reserme 

Bunk, through iia wilUngncse to diacoimt at alt tiinoa, liilk 
of a L-erisin f[uaUtyi at the offieiaJi hank rate, puhliHhed 
weekly, wciuJd prove of imiuciiiie bcucAc to the banking 
uyjdem, U would lead to stability and bmpire couEdcaice. 
li\ view of ihe conipomtivnly Uttle ppFtQHitiontolTfS'red by the 
ifOTuiueroja) hanb^ in fndia^ ludlko tlioae in Ainerieii. and 
South Africti, for inKtanoCp to Lhe rcitMrrvc liwiking teqidn*- 
nicnte^ they woold aeeni to imve a gt^tor mtm of i^ppred- 
ation of the odviuitagoe they would derive from tlie Bonk. 
Tlie memhoF bimlus w'uutd oJhci enjoy the benehts of elear^ 
oiiDe and CK>Ueeiionp 

Although ill all normal limm llie Batik wioufd oEfop-no^. 
iTompctiUon tfi tho eommoreial bankup it I ma been ampow'er^ 
to eiury oa y*ooen niarket opprfltiujia^ j^tiktLeJP ^ essfieu* 
Ual rottcrvo bank w^eapon for erecOt mirtw With the ajipto- 
viil of llie Ccntiat Board, the Bank may thm enter dire^y 
into the murkot. and deal in necuritiaa or digihio hilhp witlioiil 
the eignntute of a echedulod btvnk off nmke Intma ur ndvanoiss, 
if Buoli aetiiim found iteue^sary for onforeing a certain 
credit ]>otiey ontiifi uLarketp with a view' to dither ooiiirolling 
iho ffiato of die oxulmiigea* proteoting tJic Rwervea of the 
irouiitiy% or maiiitainiiig jiriee stability^ 

§ ii. Aa in tho caou of tbo Commonw^ealtli Bauk of 
Auittmlm^ baat^l on tlie rncxlcl of the Bonk of Engiandr iltc 
loAue and tins Bunking Deparlmotitu uf tbu K«is$t'nx‘ Bjuik 
liwve been rtopJkratotL A BritiaJi Coinmittee of Exjierte (this 
Miiouidlan Comiojileek uftcr subjocting ihLa uyatem tu a 
Bovom Olitiont nxivdyimt hud bpUiecl ugainsl tlm ixintinuAUce 
of it in England, on goientiiie grounds, and the fmniera of 
tlie A*jt In Lidia wonM oeem to luive paid scant courtesy 
to tbhi expert opkdon* TIilc jwparation of the departmenta 
doprivcH the ^'reserve proporttun** of Lliu biinkuig dcfJiatt- 
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mvnt Ilf ii:A ii^niiicatii'6 ami, iincl^ it, the liabilitieit of the 
Rntik are uoi hrofight out (ui one cotnprchetuivie trfiiile, 
Thlfl liTucttco has not feotuted in any of ttic other OcntnU 
Banks. 


m 

f Having aome of the more important 

provhrioiiii of the Act, wc may now hriehy dwell ttpon somo 
of its general features, mteh as, the hidepemlcmia of the 
Bank from fwliticni ludtumoe, the ehometer of tho entrenoy 
etarulant and Uie currency system, and tlie jVgricultuial 
Creilit Bepantnent. 

Zndependence of the Bank.—Certain oritics of the Act 
have mHUitainiHl that a tiardijial feature of the Roservo Bank 
ia its beedom from political Uifluenue, The Covemment 
in India os well os the Seeietory of State seem to he fully 
aatisfied almut it. The Importanco attached to this itide- 
pondence was sa great tiiab, as note<l atiove, it w as officioily 
laid down itiat on thb, among one or two other factoie, 
would depend tho introduction of financial responsibility 
at the Centre in the new constitution. It may be worth 
while, therefore, enquiring into the character of tiie Bank's 
inde]>«mleii.co. 

As ovidttnee of this it is pointed out that the majority 
of the Director (eight) ore elected by the nhareholdent— 
some seem to ignuro that thin clectiDn is indirect—amt that 
only a imnoiity (aix vutiiig Direotom) are tiomiitces of the 
(lovcmor-tiern'ral. On closer examination, however, it 
would appear that ihle majority is an extremely precarious 
tme, and the mdependemoe, almost wholly illusoiy, 

^ 13. It is commonly ohserved that, by virtue of hia 
pfsition os head of iho Board, and being a wholootime 
servant ‘of tho Bai^, the Gove mor of Jt .ft^rve Barilt- 
wields enormous powere in praett^, wliatever may' bo 
the proti’isiojis of Hu? constitntionu In HuGar Ke would tw 
a nomitcre of the Govenior-fionern!, would hold office for a 
|Knui] of five ycois, and would lie oligihlo for re-appointnumt. 
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Tht^ ilo^mor-tl^ 3 (^oniJ nmy mtiioTO him Cttmi offiw nil ^ilL 
Uudtir iViG ^sirciitn£tauo(^, tho mettle of hip metke-nji e liouhl he 
nupothumaj). if hct iii not to prove tt mere mstniniBiit in the 
hii mhi of hiA nmfiter- But if there oa bd itleiiLity of mterest^— 
ihiH tsau be by ^eleoting the rtjjht peraon—belween ihe 

Liovernor and tlio Ckivonior-Geueralp there may raver itrfoe 
nil cu^cei^bn for iJje foniicfr ki feel that he etkU oidy hoiJ 
offire dtiring the pbn^uTD of the latter. In no liowr^ 
ever, eould bo oet with impmuty in n numner prejuiJiukl 
to the intoreats of tlio forem that guiite the aetbuji of tihe 
Go veruor-Ge iieniL 

§ J4. Femhon Ql the Board ol DirectOM-~The iiosition 
of the lioanJ of Dirotikin il not far difTmuife. Liko the 
( joverniir of the Ikoik, it would ahio be ujKler the itiiiuiiiiiiiio 
of lht> G<jiwuiT'Go*ierii). The nomijiAtod grouii in tin? Bunril, 
inrlnding the honcl of the Binlt, would comprise iix vijterH iii a 
Ijody of fourteen TOting membera. But for the Boonl bo gi w 
appro vaI to auy of ITm meoaureA it would saffico if Iho 
Govomor^Goneral couki get tlie laipport of one among tbo 
uiglii oloctcd rJirc-ctore. CircuiiiPtftiAi.?od as we am to-day i it ie 
an extrcuio tbeorelic'^il poiE^ibihty, not wortb uiuok prfictipal 
that all Ume eSglit would uiufurmly teeisfc tbo woo¬ 
ing of Gkp luMid of ike ^tat«p either tiin&rtly or fchroiigb hie 
agents^ PerlLapH wonhl be unnoocee^^ry* for* in all 

probnhilityp nmimg tlie Direeloni there woukl 

one or tivo, Lf not mere, wlio would rpprojsont tlie fiirtMfH 
that be or owe ihcir |ioeition to them. With one to vole 
wiili tlio nominated gioupp tfierc roaiiltea tio wdiioh sijwplifieft 
inattctK- UiLilijir ji the Governor of the Bank has an 
lulditioiiUrl cA£ting vote. 

The elpeli4>n to tfw Qjtitral Board indirect and t^on* 
cjtit-iii-uoiea of five volem wemM elect one or two DiTvet-uiw. 
in llir cireumpinneea suffice it to cjlwMjnnQ that the mavhiiiorF 
of indireert known to lie a fertile bed fc^r eor- 

mption of ail kindB. 

I TJ^e Act lays d{>wn iliat with a majority of mnOi 
the Board may recommand to the Oovemor-tJeneralt the 
removal fruiii office of any Du'oetor. This provi&ioji seema 
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to liifcve IIH jjrfCCitUsut faw vimous posiLiliiUiae^, 

With tlu» gr<JU|^ to with him^ if ln^ find 

two Tnon> to fXFueur, tJm Go^'oriior* oiidt^r it, ia in iit |>oaitioti. 
to hitimidAto tiny Dii^etor into aubmisaion with ilie 

thraitr of oxiiulsion. 

I It is nc^t oliligiitoiy on tli£? (loTomor to <icm™ie 
mctillnp of tho Bofird oftcncr aiJt tinies » ytMir, 

if Jit kmtst onei fiiUs m n (jimrtor* unhm reqiiifiitionod by tlijm 
liifcottirs- This oonlriKiftft with tlwj wcsekly mootiiigs in tluo 
f^iise of the Bank of England. Tbo opporttinit.ic!^ for tho 
Ikiiml inflitorico Oao CoTornor jaro ihm fbw und Cur 
iioiwTon. ITiis onbinc!^ tlio iini>Qrtaneo of lus ptssition 
And f>rdiii(idJy 1 ho Boju-d wouJfl provo to lie only ii body for 
'*pa&t mortom deUbo^rAifnii jaoeting introly to ondorgo and 
ct>j]ipiMnoTtt tho doinp of its chiof. 

§ 17, As if this were noi enough to keep off '*pciUttca.t 
inilnericc” funn th© Bank^ it b providoil in the Act thii.t 
t iio iirat Bo^rd shaU wholly comprifio normnatod Dh™tors. 
Thfi oljt>oted element would come in only by infftalmciini at 
interveds uf twt-lvo months, the first hatt!h being ©teot©ii a 
year after the nondnution of the ftr&t Boftrd. It b only at 
if IS eloee of five yeais tlmt tim full strcriigtli of the eloetod 
ninmtcjrs woald be on tli© Boardi Till tlien no wixiing 
would !jo neet-ssary to eoeure a majority on the Bourd, rtilI 
unlei^ the lafit regislor to senr] its reprosentatiyes happens 
to be either Rnngooii or Madras, the Gowynor would havo 
ilfco requisite niajoTity of votes for threatoriing with i?3C- 
pubion any Liew-tnitner. llius each hatcJi of eli^otad Directors 
will soon 00 me to k^oru g^Knl liehavluur. TLus lemintls one 
of how lamed olepliants aro maclo use of to donie^lif^to 
like newly-ca^ptured vriUl ones I 

f IS. At the cloao of tin? period of fivo yC4U^ it would 
be time for tlw first eleeteil repi^ntativee to letiit? or 
week re-eloetjon. It would bo in their inteneelp tiiereforoi 
not to displfiaso tho GoTOmor or the Govoynment. For* 
by doing so, they would bo eamhig their opijositioii, while by 
not iloing so, jierhapa^ oAming ihoir supjJort in the ele<rtjon« 
Eadi yeiu* thure would thus lio roLiriiig Directors who 
would not caaily ficnit tho wiali^ of the Otmnnor unli^ 
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tliey bp cwtain of tluoir or do not incond seiskijig re- 

But pe!riift|ifl umiiy of thiise latent "eafegriarrife" may not 
hftvo to bcj invoked. For* i^ery prohaWy, tfio iirst noniiiiet^fl 
of the GoTemor-GoKtoml will find it possible to get tiliaiu^ 
selves elected and riHsleetcdf tmdl tlioj volunlnrity retirvi 
soidewliat in tlio manner of tlie Bicectorp of tiio iiii|ierial 
Bank of India. 

I Shaiskolders^ OontroL-^Little n^i now iyc ^lid about 
iko ahATDLotderB' pontrol of tlmt Bank, The general 

meeting of tbo aliatitholders liaa Littlo power over tlm Batik'a 
Th0 sbaroa being scattered round t!ie eoimtry, in 
nnita of five^ Ike nttojidanco of almreJioldiyra In i^er^tiii would 
Iw meagre. 'Ilifi primary motive for exereising any influezuo 
021 their part ia ulMionti for ilu-^ scliediib of dividend m 
fixed and w-onld 1*© fortlicomiiig in due o^uhirityi tiai 
owing to any desire uu the of tlie management to 
placate tlLeli^ masters, but because the credit of the mstitij- 
tion would demanil it. Tiie only ctmtrol the shareholders 
would liave over the management utdireet via the J^oeal 
Bciarda w^hic^h, by turns» oni^ in five years ^ uonJil elect 
Bireetors io the CeuLral Board, and, in view* of iJm w^k 
po^itleii of tlie latter, tlil$ control b of little iimcticiil value^ 

§ 30. The Reserve Battk m the nerve centio of a 
eoinitr}*’s finanoial system. National control over ite 
nuiiiagcmcni hi of vital iinimrtanec. and the whele eun* 
tmversy over tlin clmmuter of thia matiagemenl, resolves 
itaeif into the cpiestion of vriiat is the best means of uiisuriDg 
that it wouhl serve only national, and not purely ^otionah 
oncb«. The objection agiiinj+t BUto ow^iership or Stuto 
management of cine scliooh or agauist private owueodiip or 
private managemont of the otknr^ Is based, that is bo aayi 
oil iliis cDusideration fioldy. Tf from the sHuation con- 
oemed it is puterit tliat one ty|io of maiingemeni would 
aervo the end lietter tluaji t!m otlier* aU oontroverfiy on the 
jiubjocr. ccttjiee* or i^hould ccaao- State maijagempnt or private 
management are not ends in thomat^lves. They nro only 
mcanj to an endp and there exi^t Bank^ of both the 
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tvpos ftmoiioi^ing fruoccfefully. It is LhuB U*^ particular ow- 
viroiiijiuut rliAl largely decide# wbut the eh4mc!t4ir of tJjc 
mniuigcmttnti ehoulil be. 

Piiiit expmctiCti Imri tiligwu tHnti generally speakings on 
must vital economic iBau^^p, there does uot osist in India 
identity of viev^iji between the mJers and the ruted- Tlie 
oonstituitiun of the Heserve Bank enaimee that it rtiall, 
muliir no dcouimtaiKjett* mt contrary to the wishes of the 
Oovcrtiur-General- It ilo<^ not cnEure that the Bank shell 
nhvays lir& guided, whatever the Imperial TOquirameniH may 
be. by the huger mteree^ta i>f the eomjtry solely. Oa the 
contrary I there esiat a at^ries of l>amers which would prevent 
the Bank from Iwiiig iufluenoed by mth mtorftf5t.ft, as esj*ert 
Indian optaien nkny oonoeive thcnK White the doura are 
kept open for the entry of one ifOt of tnfluenoeai they are 
closed, barred, and Ijolteil against the other* 

§ £1- The correacy syat^*— We may now consJficr the 
cluiiigos effected by the Act In th& charaeter of tho euT' 
reney sj^stem and the onrroaey stamlard. Befont the Ite- 
Wirve Biirik Act came into force tlic Indian currency system 
confuted of rupee noteen thq b^ue of which wan regulatod 
by law* Iwi-^ed ua tlm BritiFih models and mpec coiaa with 
no atatntoty limit an to their Usue, although like tho ferine r 
the letter, ioi>, were aetofl but printed on silver/'and in tiro 
iMue of wIugU, aa in tho first ca^je* tho State liad abiiolnte 
uionoptdy. the mints being ob«ed to the public. Tlie position 
wua tliiis MiemalouB in tho OJttrenie: unlike in ot tier countries ^ 
in India, only one part of the fidueiaiy isiano W'^oa siih|cot to 
nUtutory regnlatiiPiip w^iiiie the uthot was left to tho 
arbitrary diccrctioJii of tlie oiirrency authoriiy. Aa a coae®' 
qiienocp the total volume of currency in oirculatkm depended 
on what the Stale wanted* or rumb it be. But this 
heedoin ’ivas tempered by tho noccssrfty of having to 
maintnhi the exchange rate of tho rupee which waa fixed 
in tomis of flterting. . 

This aituation differs from that of other countries 
on exchange staudards^ inasmuch as^ in their cose^ not 
ouly tlie guld ooutent. or the exchange value, as the case 
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mny he, ttf (nimnijy is tixfsl, but tUerp Aim 

<v3cid:B,mmnltancoUflly,i^fcatut^ rtfijJjiliQn of ibtf wlitile, ftTiii 
not of tlic volnmc^ of Edttaiary iss^thSt eitbor 

in of tljo proportion of resorvo bucking to be inain- 

ti\iiic<], or with rofoionco to tfao leg^l mnximtuoi of issue. 
Tito Tri fliftin position^ tn effcot* ftinotiittoU to IciivLiig tlio lotAl 
vcilurhfi of ^'urrcjicy hi circttlullfm won^gubiled, in itisclf, wbUo 
nn^tvly fixing tlio QXxUmnge vnAiw of Uic nipco. On oecawtoiu*, 
wli^i die letter WH^ not tixod, by yirtm^ of itii wniru) over 
tbo voIut:^ic of frtmreiicy, cLe State could make tbe cxcbmigo 
mU- abtimt wluii it liked if only it lirmly act itaetf iloing it. 

Tlio ReaervB Bank of Intlin Act does not remove tlie 
RTioDuily of the Ritnation. Under it, tbe rujiee oobi mn- 
tinuefi to untimiUKi legal tondor and it is obtigatory 
on llie purt of tlua Rceerre Bunk to oxdjmigo noie^ for 
coina, and iriDo veisa, on demand. TUd bsue of nipco ooim 
[e4]uLred no rQisetvt^ backing, nor iioea iliero oxbii any umxi- 
jiiuiJi limit a« to tlidr isam, m bofore^ the moimiioty 
of testa witU the Uovernnicnt. Onlyi thr Rjeserre 

Bank liaa been maiiM Ibe channel of issuing Uieni to the 
pnblfQ. Tbufi iht^ purely arhitiaiy eU'ment^ detemnniiig 
tile total qnautitj of money, peraiete. 

S ^2. I'he only change baa l>ccii the placing of one port 
of the fiduciary taaue on the prof>wrtionai reserve ayateni 
ha«ia. Tho old aystem baaed on tba BriLisb model, wlm*-* 
ever its virtues in foapeot of an intortiatioi^ iiniuicial 
oentTe, where tlie prevent ion of a muJtipie c^jiitmctiDO of 
currency on llte exfiort of n given quantity of gold ehould 
lie lliP greater concern, i™* irbolly uiu^nitOfl to a domlimitfy 
ngricniltura] economy. Uke tJint of Indiii^ with no abMi 
fugitive l^fdanwa to provide against, in the event of their 
Inking to wings, and where elasticity of onrronoy supply 
wa^ the more important factor. It wna thus a mei^iire of 
refortn long ovenlue* 

Bui inero *catiitory provision for elafltkfity is not 
t)nough ^roimd for optbiiiwm regarding tho smoothing 
of l)io ehronio eeasonal Bnotuntion in the money rate.H. 
Ti ia important that tho itinmMied jarho of {mper citrtency 
during periods of huajiu-fia aotivity ahould not be neutratieed 
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In it« effcRtB on tltfi totol ^Inniv Dffliiin!n»y«jind« 
on the money mice, by equivalent. coiittwHiiou m ttio 
issno of n.i|K!« eoins. There ehmilil bo AYnilabte an tt^toquate 
»up|)1y of eligible bilb of exchange onct prwmbjjorj- noteitt 
aihlitiiMial to iseue notes against, and tbo jipoportioo of 
the tesjorves shouhi bo Enifficiontty iu exoc^ of the legal 
tomimuTu. 

§ £!:4. Steeling extthange aiaodaid-^The Act puts the rujieo 
on a (itorling oxeliange eftandard. It inakoe it obligatory on 
tim Bank to boy and to eoU mterling for ru|wos in unliinit^l 
amounts, at the nppor- and tlie lowcr'Siuriiiig puiutB, u'htch, 
unlike in tho 1027 omrency Act, arc eUtutorily fixed at 
and 17 Ud-* a rupee, respectiToly, 'fhe Indian Legb- 
laltuv, nil dor tbo new constitution, would not bo couqiutont 
to oon^ider any amondniontB to thia Act, except with tho 
(!otu«C 4 Vt of Uie Oovortioc-GGneral. It has boon proviilLMl, 
hiiwcvor, tliat witcii the intonuttional Kuonetary pueltion 
Iteconica sufficiently clear and Btahlc to make It p^isaiblo 
to cktcmiine what nill be suitable an a |»rmaiicnt basis 
for tbo Indian monetary standard, fJm Bank Bltontd rciwrt 
its viowB on tho fiabject to the CkiTCriior-Genortd, Sierltng. 
no doubt, will then have rotnmed to gold, and tbo Ikiard 
of DirtfCtora are bound to be of opinion, that, Btorbng twing 
as good ns gold, tho nipoe would have all the ndvantages 
■>f a gold Blaiidunl by continubig to l>& on stciiiiig; at tite 
Maine time, it wonld (iiiabJo invisdmonL of curroncy reserves 
in intetfst•earning sterling Mcuritjee instoad of in gold. 
The GtiYBmor-GenflTftl, un bis jKirt, would m>o no reason lo 
dituigrco with tlio Boanl, and t!m rupee, us ever, would con* 
tinuo on storting. 

§ Tbo Bank is lequiiBd to maho pnblio, from Unto 
to tmio, tJie standard role at wliich it would bo prvpwvd to 
buy or to ro-discount, biliB of cxclumge or other commercial 
paper, eligible for the purpose, under ibo Act, Tlio develop* 
muni of a bill market in India would depend upon wbeibor 
tile bank rate was above or below the market rate. Tho 
British practice would aevnii to be umnuted, from thia staml* 
point, to Indian ooiiditions. It was found to l>e so in tlio 
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caafr of South Africa, In PVanre, und <x>rtAm otiicr con- 
tlnfiatet ocmiitnett^allltough, at f\m «ight, it might nfipcar 
tluit the BtitJali pmottco was in foroo, in prActioo, tho 
Amtirio&n system Iioitb irno. If tho bank rot© is hclow t.ho 
market rate, hill (rnnnce wiii rooeiTe & 1)ottnty nuJ, os was 
tho COSO in America, on adequate hill market mav bo ei* 
peetod rapidly to spring up in IncHit. Otlierwii-G, liowoYfr 
much wo may dcmiiQ otio, tho vltanccst of mjocosa would 
soom to bo &w, 

f2i5. Agricglhtnl Credit Depwtmfiab^Tho so oalled Agri- 
cuHuriil CtedJt Depart mcnt has littlo in comtimn with 
tho Rural Credits Deport merit ttf tho Co ntnion wealth 
Bank of Austratia, oxcopt tlio name, Tho fX'partiuont is 
only raquiied to maintoui an oijicrt aijiff to “study all 
questions of agricnttural credit and Ixs nvailnble feir con- 
snttatbn" by tho Oontral, tbc ProvinomJ, nml tho Loral 
Goiiommenta. It would tlma Iw a retmuri-h btiroau. Jn 
addition, tho expert staff wnuld “cOHordinato tho operations 
of tl» Bank in ctinnovtion with agrjetdtnral cnwlit aiirt its 
relationa with provtitcia) co-operative banks nnd any other 
Imiilra (ff organisations engaged in the husincss of agricultural 
attidit.’' l*htu), it is a separate department engaged netivclv 
in the irnance «f agricultural operations. 

Tills iwntraate with the Rural Credits Deiiortmont of 
the Commonwealili Bank. It attends to the short term 
and intcrmeiliato credit raquinrinent of tiie agric«JtHri»=ra 
and the rund mdustiies, tlieir long-term loan reipiiremcnta 
being attended to by the four Stale AgripnUnral Banks. 
TJio Deport luetti provider ererlit to fiimnoe the luarvestlrig, 
procossUig and movujtttrni of crops, and their morkeling. 
Tlie advances made are to lie repaid witliin a y®itr, mid all 
engaged In the proiiuction of primary produce (w'lueU term 
ta BO defined an to include wool, groin, butter, chcone, 
frteh, preserved or dmd Imita, cotton, sugar, etc.) are 
^igihlfi for tho lionojjt. nie Bank does not deal with 
indreiduula but only with corporatiomi like iigrictdturai 
societies or uniona. Tho total advances maib by the Da* 
ponmwit Amounted to £45‘2 miliiona by JU32. 
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The rate of hitoTwt ehAt:geij hn^ variMJ bpi-wccn per 
font, niid per (^ut. The Bfink aTilhorised to bmjiQ 
rtelH^nturefi for the beTMjfrt of the Depaii mcntt bormw from 
the Troftfiury up to Hi nillliomr, iind 2D |)«r cent of the profit 
of note Is^uD (worijijs i.o tlio l>(!jiartTncot until the toial 
rc^ch&d £2 milliotifi^ Tltia limit was reached lu 1U32, Fur 
from involviiig tlto Bauk in the Department fihowod 

profit of £^MfiQO hy Uic cml of 19^11. 

§ 26, lunugturahoti o! the Baair.— The Bunk wm ofBuklly 
mauguratcd on April Ip 193n. To begus mithp howoveTj it 
tcx>k over merely the control tif the Issne Depi&rtment and 
the munugement of the banking business of the Govem-^ 
ment^ The Erst statement of its uocounts was for the week 
exulod May 5^ 1035, Much of the time ui the first few 
mouVlis of ita career waa taken ap by the lueccaflury pre¬ 
liminaries of o^nimion uml the ftoming of the licgtila-^ 
tMiiifl under terms of section 58 of the Beaerv^D Batik of 
India Act. 

On May 5, it established officinl contact with the 
member bauks, by accepting their statutory deposits unilcr 
section 42 of the Act. It also annoimood at the same time 
(4th July) the first ofildal bank rate (Sj por cent) in terms 
of section 40. Ttie ruatoriatii on which to adjudge the 
working, the progress, end the policy of the com¬ 

prise tlio wookly boJanco altoots, the monthly nummary of 
statisticsp the report of tlio annual mooting of the ahum- 
hujclers^ tlie annual rejKHt on Diirrenc^*' and fineuioe, the 
buliotins issued by the Agriculluml Credit Department, 
periodical circular letters to varions bodioSj and tlio statutory 
report subniitted in 1837 under se^ction 65 (1) of the Resorvo 
Bank Act. 

5 27, Sterling fomittanceSv— These reveal that, ^ee its 
inatignraiiimi ilic activitioe of the Bank have boeit iiteadlly 
growing, fdthougli it ia far from liaving approached its full 
stature yot. It hm dbeharged witli distinct succeee i!« 
rBSponsibUity of mainlAining the stability of the external 
vslno of the rupee, tie obligation to meet the exchange 


372 EC0K0311C PROBLEMS OF MODERN INDU 

requircineiaTi; of Iho Otivemmonii i^otb of trhkli are ckt^ly 
tEiitUedt HJid dutj^ b^ioketr to the Government 
generaHy. Tbo ikvt tlireo ye&ra pt^^efitod no 
wh^TeV'^r in obtnimng the BterliiLg of tim Govern- 

raofit. For thifl piirpoiw. following the trcniitionAl )ioUcy of 
tlii^ BecTct&r>^ uf State which was lintor adopted by tliti 
Firuiiioo of the GovBmmeQt of India, it pur* 

thosed atetling hy weekly iemlons from tlw? ecUcdidoil Irnnk^ 
and between the tender dAles, "intertnodkloe'' on tnp at 
¥ oboTc tlie latciit insider nite. Owir^ to the aieodine:^ 
of iJie mpee-sitBrUng eitdiMigCt whid^ was largely duo to 
the continued improvement ui Gie terms of tmde. tho 
BtmU wTi* able to buy i^teriing at U, hjd. m abo to effect 
oco^ional intermediate purdiofies ut 1#. Bc«ide« 

jntf^tiug ill fill] tlio domanda of ibe Oovemment 35-b 
cTore^ m Iwns-Sfi, Rs, in 1936—37^ and tts. 

40^5 crorcfl in l93T-3&b ^hn Bonk was able to anguiont 
its «teding assets m the Issue Dopwiincnt from lis. 48 ii3 
onvres in AprU, 19315, to Rs. S<>3 luiorea in I>ooeml>er> 1U37. 

In Aprilp 1038, however, owing tf> die continued ilciimo 
ui thi^ favourable trade batanDe, the market was weak nml 
bliere was a fid) in Itie «tt:rliiig tenflinv. The Bank rednoect 
its lender mfe to oiily lo find that this was im- 

mediately followed by a df^Iine in tho market rates- At 
tbb slsige it was obvious that the t>eBt policy wiis to with¬ 
draw fnnn the market and the Bank aitegethGt ^mspomJcfl 
its purehoees by tenrli^c In the beginning of May. In Jniwi 
anil the iucomilng mimtlia ixnprovcmeul- Ut the surplus 
exports Bteai:llcd the market once again and the Bstnk wsii 
able to puri-hiue intermediates in July, i038, and the 
following months. But the total aniDimt of Bierling bouglil 
in 103 B (£l0fO5£i,i)(H)) wm inrnfReient to mact Govemment^a 
tvmlttanoea on account of Home Charges, It wm^ there- 
fore, suppie^aentod by f15,605JKH> worth of sterling eeeurL 
tics from the Issue l>epartiiiQiii. In ibo hret iiistiiuco tliey 
wore tTaiiBferriHl to tlie Banking ]3epa)rtuuuit ogriijisl an 
oquivatfmt contm^ilon of oasb Iw^Lmcos ami were finally 
handed over to the Government in exeiioiigo for payment 
out of revenues. 
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In Hiibsiiinct ihfi hml tbu Hanie fdXi^l upon the 

rascJTres atid th^ rfrcuhition w the Secretary of Stiite 
drew Ti^TCTi the Paper Curroncy Hetierve in London and tlie 
GoTEinimcnt traiiriferred to the eamo fund in India from out 
of ito rovennea or, in a direct gold standard country, gold 
WH* liotight from the Control Bank for export hi liquiilntion 
of it* pofiflivo I mtiun sK <if payments. But the Bank "waB nblo 
to IntOTaso ita sterling socurt^es in the Issue tk?|mrtniiOJit 
In the Gjni half of Ftbnmry, and to resumo &tt:r[ing 

purclinttcs by tender in the fiist ufeek of March. The ttuirketi, 
Iioweveri &iH>n weakenwl again and except fur tJie first 
tender whirii was liea^iy oremiibittfribcd» tho raponse wim 
not pf<linking. In May the Bank injewted all the tieiidersi 
which were at 1^* Sgcl. and withdrew ffnm the market, 
which it has not ro-entered as yet (June, lil30). The Bank 
has thus iieeci fuiLhfully puisuiDg the exchango policy of 
tin prcdeccsanTi the Finance Department of tho Oovemment 
of IndiHi with equal success, 

§ flfi, Bankers to the Govenuntnt,— -It has a^umed prac-^ 
ttcmlly aJ] its duties and reeponsibihik^ Imukeni to the 
Centrot Govomment* ProYmciid Govemmenta. and tho 
CiOTcminent uf Biirma. ^flie Bank accepts ttionioH for their 
aiXiountt manages the public debt» and floats their locma 
i^nti thcoaiiry bilk* Sinoo the inauguration of the new 
ounstliaihiu in the Ptovincea, tha latter maintain sejjarato 
accoiiiiia with ilie Bank. In rc-tum for the vnri^>u^l senrices 
rontiered^ they have to iiutuitaiii oerinin minim uni bolMicos 
witJj it and ha^nc to cover any teniporory doftcita in the 
balances by boirowing on ways and rueaus acootmi from 
the Bank or muing their own treasury bilk, Soveral 
ProTinoea have taken ndvnntagie of the new poweiw of 
borrowing eoidbrted upon them by tho constitution and in 
lft37 and DtJiS five Pmvinoea fiontod loans through the 
Rank of an nggre^te amount of Its. TIQ lakhs. In 1938 
four Provifioml Govemments baued ilidr own troosury bilk 
aiid the Bonk ako made ways mid mcims advanced to somo 
to cover tJie shortage in ihdr minim mn babmcee. 

it has always pLaced its best 4tdvice at the db|Hjfla] of 
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ihv ^ wisll An Pn)vind4.li wJi^ 

fltiown nfipre^iaticiTi of it« wfirioc^ in tliw respe<st by <?oti‘ 
mtlting it 0^1 nil rtJAtijig to bimking. TIio Bunk 

ofisi^tcd in ihct fonnulfititin of n of ^Jdtig ftmdii 

for tlio dobHitnree of land mortgngo h^nkt. It gAvo 
iipinjun cm the various DiCAHiine& robiting to ngrirmltttml 
itoht anil in JtlSd it wm ooiisijJtjed and jgavo it^ opiiuon on 
the amondmoTit to the JndUut ComiMiniefl Act, ohiofly that 
portion of h which lelaiod to banking eojnpaoieB; Several 
Frovineinl Cii>vornnienr« havn taken arliranlage of tho 
conetillutive and adviaory oorvioes of the AgrieulLtiml 
Credit BepATiuufTit of tho Baitk for u aolntion of the pmbkm» 
hidng the Co-opomtive tuovomfiiit- 

I 29. Bankeri* Bank.—In the ajihere of ita Telation with 
Itie memU:r bank^ iind tlie money markot ge$it?rally* how- 
B¥i-r« no a|H:ctiieitliir nuirk the record of the Bank. 

It h Ktill evoking itH own organiaation and it dom not 
to liMve tniv4^fd for beyond the of esl&blkhing 
conlaetsH It hm five ofSces of the Banking Department, 
one each at Buinl^aj, CatunttUi Delhi, Madme, and Ttan^ 
goon, Brnd t^ven blanches of the fosue Department, one eneh 
flt BombAjj Coicutlaj Cawnpore^ KarBetd, I^aSiorv, MadrBa> 
and Jlangoou. Tlio Bank lias ako an oflce hi London. 
Besldea through ifo own branches it can reach all parts of 
tlio country through over 3xK> bronjehca and oIBwai of the 
Lmpcirial Blink of India. 

Whim ilio Bank oorntnenoKl bujtin&ss the number of the 
sehedidixl banb} wu 48^ which Ificliided the ImperlaJ Batik 
of liulbt 1^ Exchange Banktii lutd 2H IndLau Joint Slock 
fianka* In Denombnr, lt>3S, their number ro^ to 57 p on 
acoouiifc of an tiicrrea^ iti the numt»er of the Indian banks 
fnitJi 25 to 37. Ttw incretuso to membcrshjp lepmscnted an 
iitcreiiJST- in the aggregate current and time Ibbjlitiea of the 
acbedutod bank^ firom Ha. 21)8 mim to Ee. 239 crorea* If 
oxetude the iniBgriions bonkerap the noombor banks of 
the Reserve Bank wotdd tepraseiit. the major part of the 
haukiiig strength of the country- Tlie statutory* deposits 
nuLinittinotl by tbeni w ith the Itesen'o Bank, aa a glaiico 


TFTE EESEKVE BAXK OF INDIA 

nt. thu iMilanoe ehoet of Iho Banking I>i:?7iaiitneiit- will iibow* 
form hy far the larg^t- p4>nioii of thin Brmk e working cnpitAL 
The elaioment dated Jiluc 2, for exarnple, rihawg that 
nut of a total deposit of ororee, the member bank 

depoartiS Jlii. 13^70 crorea. 

I 30, The Bill niatket.' —la this foitr ymn of lti» earner 
the orgaoizBtlon of the Indiaii itianey inarkei Jum not 
ahowB any ccinaklerable improvpniont. The Batik ItoA 
not been ahfc to tfdmulate tJje dovelopniiint of a hill mar- 
Icet, On the contrary, the niogziitiide of the tlnanix thnnigh 
hiSla hae approembly afiffen^ after tli& eommenconieiti of 
the Batiks Tbo bill p< 7 ftfol[([> nf iho ^tthecliikHl IwiibJi fell 
from 2*IS per eenfc of their demand and time liabilities in 
1037 to 1*5 per cent in IW$. The wrrefipondiiig porcentagp 
{itr die l)ank«j in Great Britain luiunlty nmges Itetwecn 10 
l 4 > 15 |>er i»nt. The abeenco of a well organizeti open bill 
market whom firnt elaes bilk can lye freely ncrgotiated 
and through which Central Bimk^ can enfurce thek credit 
policy, deprives tho Resorve Bank uf India of any effectivo 
griji over the ninxket. It Im^m nocesaarily to reatrUrt ita 
nper^tdona to the mAtket for gilt-edgwi wouritiiw, 

Tlie growing unpopularity of bill fiiianoo and the prefer-^ 
eneo for cash credit finanrM^p in part, m> doul^t^ foUoiv^ tlio 
world trend. But there are apeeial re^oiia why the bill 
shonlil take readily Id Um Indian mlh Tlio syiftom of 
hramdi tmnkifig is not eo well devejnfjc^l in India iw in 
some Enropeiin coniitties to make the more elastic and X4kl^ 
free iedter of credit equally attractive and the hill is n 
verj' ancient iratitntion in India ^ which ii quite familiar to 
the hueiujE^iDen and fumneiens of the country. The halaiioo 
of odvaningo, ihereforoi socuik m|uible of behvg hhifteil in 
favour of the bill, 

Thu afcaiutory report of the Reiwrve Bank reecigtdfles that 
the ultimate sdiitimi for the inelTective central bank con* 
tml over the opm|ioncnt parta (if the market must 1 m in 
tlic rbveliipmeiit of an open bill market. But it apportions 
the lilaino for tlie decline of the bill lietwwn two diifif 
factors. Firsts the cheapn^ of iminey amke^ a fire market 
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^vcu. ill ir^nttry hilk unprofitabto, m that t!iti m^^rkctbig 
of trado liilb with mAf ynraU y wcurity evejj lt!M 

{itwpcKrt of &ooiiill3% ttus mt^ o£ £tAjup duty, 

p m. per ^ni M whJcth may mi puMeihly Ill- 

appropriate ftfc time® of high intoreflt, now ]m[>oee wliat ia 
practically a pfohihitor3^ tariiF on tliis form of document.* 

Tv th^ explonaticUH muHt lie added a tihird oru^ whioli 
ia At least as iniporti^t a# the fin^t two, oamoly, the rato 
Htructure of the rooiiey riiarkct|, feho mflucfiiic of Tihich on 
the marhot for bilhi lias boon refenod to elsewhere in some 
fletalL The Reserv'o Bank rate, i.c., the rate at which the 
Baiik is prepared to buy or reiiiMiJoaDt bilb of exchange or 
otlior commcrdal paper dlgihle for purchase under tiio 
Act haa itirougjiout tlio poriwl Iweii ideiitioril with iho 
Imperial Bank humli rate, which b the mte at which 
tlie Imperial Bunk b prepared io discount Amt ctoi^ thfire 
months* bilb. Both roninitif^l at 3J per oeut imUl Novem¬ 
ber. I»a5p when they wmo brought down to 3 fjor sjent. 
The market rate for bivuk hjons hoc throughout bcoit 
Appreoiably lower than the official rate: bank loans havo 
been freely granted at Icsa than 3 per cont^ Ttib offers no 
imlucemont to the banka to onf^urago bill linanofr. 

§3L todieeneoni hoi market.—Abjo the indigenous hill 
market^ i.c-n the market for bilk drawn by or on the in- 
digenouH bankers Uitu?t| utkIit tlic terioM of the Etwrvo 
Bank Act on lEm one bmu! and tlio proTculing iinwUUiigncftU 
of tho bankers to change their old methodjs of hmdri&sa on 
the othoT. remain boyonil the ambli nf the Reauriro Bonk. 
For most of their working capital they depend upon their 
pcr&Dual or family nssourccs amt neually they arc thoir ovrn 
miitiial lEnders of hkst resort,, so that they form inoro or 
lees A separate orgouixation, disLiuet from the rest of the 
market. Thoir hommdng from the joint stock brmbi k not 
on a snfiideutly largo Bade to make them nocop:=iari]y 
dependent upon the credit poUey of the bonks, and tiirough 
the Utter upon the credit policy of tlie Reserve Bonk. They 
an? r^pqnsihle for financing most of the inland track and 
^ import iinj}, pp. 43^4. 
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inditfttries (uid thv (Jjp liHTjest part of tho 

inlcmul hiWin. 

No nclkcmc ftir sLimuliiting a diapoTOt iiia.Tkirt, 
is likely to be fruitful, if llio private banker in left out 
of actwint- At the (Hutie uii1ob& the biuiker!^ are 

agreeable shed their udit-lnuikme hu^ine^^, umiutaiii 
prot^or books of aoeounti periodically publish properly 
auiltfed balance sheets, and Hceept tlie contlitions for 
inclusion ill the bank's scbodolet member l>ajik prh^^gefl 
(^f dlscutmi cannot Ixs extoiidwl to them* tfegotiAtien on 
iJie p^irt of the Beserme Bank, wliicli fully appreemtee ilw 
importHnee ctf the mdige!iou& biwkerB, with ropresentatiT^ 
of tlic latter, wras not fruitful. TJie prevlsionfl of the Com- 
(lanjes Act, which luako penal tiic mixing of other for ins 
of buHiiies$ with liunkitig after JoiuLary l.% lt^3t^. for all 
firmb bearing the iiamo "bank', howerer* tuay pi>ssibly have 
some indirect inltii-mice upon such bankei^ as may wish to 
use the mnio. 

Thus the old division between w'hat have cqine to Iw 
termed the Europoan ami Hie Indigenous ()atts of the 
uinney market persists* Tlio Iteaervo Bank has net been 
at lie to bring abovd their fufoon. At pmaaent the bonkiiig 
struct ure of tiie country falls into tliroe broad gjoups: the 
seheflu1c<] banks, the noti-achedulod banks, and the imti- 
genoiis bankers. contact of Hio Itescrve Bank witli 

Hu- finst gnonpi which ie slatntorily provided for* tliough 
atill not sufficiently riiKsCi nevoTtlieiese is closer than with 
I he PHJi. Most, of the non-eoheduled bunts have borrowing 
relations ulLli one or other of the fictiedulcMl banks. In¬ 
directly, therefore, tLiotigii its bold upon tho moniber batiks 
Llio iteservo Bank eon hope to inftuenoe the {loUoy of the 
cion-ichedulcd banks. The Bank bus also made mdependent 
cFTortfi to get into direct touch with Uicm. In November, 
19^1 it m1dre«3^ a circulfir Letter to alxml IKH) of them 
having a capital and reserve of Ba. or over, to 

enquire whether they would be willing to keep iu touch 
with the Bunk for advice mui guidance. Bnt tho Bank has 
liarxUy any oontrol over the mdlgonoiis hunkers^ 
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f 32. Contral dvei tbe mone^ tnukeL—CUeap money con¬ 
ditions. in coitnnun witlt Uio outaide worlds linring gotiemUy 
persisted throughout iJio four yeans uiulor revkvr. ii ui 
difficult oorrociiy to assess Iho iniliiettcja otiil the ctwitrol 
of the Reserve Bank over the schedutod btuiks anil the 
lUArket generally. Thote has not arisen any occasion for 
testing the ability of tlia Biuik to induce changes in the 
market rates of intorest upward or downward. Tlie situa¬ 
tion has t)eon almost wholly dominated by such plentiful 
suppUcs of short-tcmi money as to tw nearly tinleudabk 
on ucotudons. For exatuplo, it is not possible to say how 
far the absence of the customary toOMinal iluRtuatbui in 
the official rate duruig the pnricK] has been duo to the policy 
of Oie Iteservo Bank or whotimr it mcEely retlectod the 
prevailing market couditione. For, the ^nk rate (the 
Imperial Bonk Auiufi rate) romainod steady siuoo the 
middle of Felimary, 1033, l.e., fo^ over t®o years before 
the cximbig of tho Reserve Bunk. 

§ 33. Also the ainidittide of the aeOHonal tnariation in the 
note issue of the Bank has not ehowtt any appreeUblo 
diFerence in the post- as coin|HUod with the pie- ReBerve 
Bunk pcrioil. The following table ^vo* figutee of the 
highest and the lowest amount of the iasne for oaeh year 
from 1033 to 1039. 
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Tt would seem diBetUt. Iht^refon, to attrlbiito tfic steodi- 
Ufitis tn the rate to t!io uunenoy polky of the Roterre Bank 
with leiganl to the eeasotial vorietionB in the vaiumo of 
iasue. U'he range of rariation hi the b«iHe being no laeger 
than before, one might aa well oigae that the tare would 
have renuunetl eteody even if the okl system had ooniiuued, 
as indceii was the case for two years beforo the inauguration 
of the Reserve Bank. 

§ 34, Though the ofQcital bank rate has remauiod Aleady^ 
the other vatea, with the eKeeptioti of the Imperto] Bank 
Aundi rate, have not dono so. The intOT'bnnk call mte and 
the boicaar Aandf rate have tsomtantly Suctuated. The 
former (in Bombay)' has varied between 3| per cent an<l 
I per cent and the iutter botween 8 nrvd 5 per cent in 
Calcutta and between SJ per eoiit and 3 per cent in Bombay. 
A prolmblo esrpLuintioa seems to be that the schedulod 
banks when in wont of temporary aeconiiuodatiou find it 
less expenaive to take recourse to tlie call market railicr 
than approach the Ruservo Bank for funde. Similarly, the 
bazaar depends upon mutual borrowing for emeigoucy 
money. Tliat is to say, oeittier bazaar nor the market is 
effectively linked with the Reserve Bank. The soine appliee 
to the money rates as between the several money ratilres 
in the country'. The diShcenoo between tlie call rated aa 
between Calcutta and Bombay bas frequently been os much 
as or evGD per cent. And the benka^ (lixetl] dopoedt 
rates in the two centres often differ by a rautb w'ider uuugin. 

§ 3S. Lmder ol the last reMtrt—Aa a lender of last resort, 
theoretically, tJie Reserve Bank is willing at all ti me's ro 
re-disootint for the scheduled bariks approved bills benriug 
their sigimtuiv at the official rate. In practice, however, 
the bdla discounted by the bank did not at any time ex- 
ccod Rs. SbSjOOft ^Alay, 103f), It did not i&stui any ciiirency 
against “Internal Bills of Exciumge and other oommerDiat 
paper" which is an item on tlte Assets side of the Issue 
Deportment of the Bonk. Advancea to member banks on 
the pkdgo of approved securities ore obo negligible, though 
aitpieciably more than tlie Bank’s disiiounta. The advjuioes 
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of tta, i'OU lacs mscte hi April, 1939, is ovioplioiml. OtJii?i> 
wise tho higfacet wggregfttc of tuiv.iHCfcJ to iiiumbcr bjinks 
wtw Ita. 22 W tftjcs (Scpiembei, 1937 J. Hie tuarimuiii for 
1930 was IIh. 2*63 lai» (AprU), fot 1939 Rs. 1*30 Uc* (May}, 
md in tbw Best half of 11139 no advADcea wrere mods to 
meiitbor banka, 

g 30. TL* coming of the Reserve Biuik Lias not meant 
any great change in the numiier of Votik failures, whiuh 
hoe always been a regutnr featone of tMuiking in India. 
But it must be eiud at omse that nothing eon, proUaLly. 
save the great maiority of them, Tlieir capital atructure 
is nuagre. they do not follow any accepted Wking ratios 
with regarii to cask, deposits, advances, awl mveatmeiita, 
and mdeas they abide by the well tried canons of com- 
mercial tuinknig a Cisntral Bonk cannot usofwlly come to 
tlieir nMonc. But the brndring crisis towards the ebse of 
June, 1939, which tsamo as a sequel to tbo failure of the 
TraToneore National and QuUon Bunk (a mettiber bunk 
with a capital and ttuervu of about Its. 30 lacs and Si 
branche*), reTBolod the abeenw of close rolatioiw hetween 
the Silkeduleil bunks and the niomher bonks. The urbiis 
induced the Bonk to issue a circular letter to the latter, 
laying down the proceduro to be followed for obtaining 
advanecii from the Bank, and its oflicials, for the kret time, 
established tn for ii^wl oontacta with South Indian aa]icilid£>d 
bunks through visits. But ilia esristing law does not arm 
the Bunk with any powers of oontrel over the honkiog 
Bysteni of the counhy lieyond tlio reserve requiremente of 
the mctnbw banka. It is poofiiblo, however, that the recont 
reprviientation nuule by the Bank to the Uovcmnitint may 
lead to » compniliansive Bankiug Act which may souk to 
remedy tho present doficienvkfi. 

I 37. Agricoltnral Credit Department. —The Agricultural 
Credit Department is engaged in on inteoBive study of all 
probleuis relating to rural dnaiiee. The leeultH of its eg- 
Hearetice are matlc available to the public, from time lo 
time, in Uie form of buUctins, So fiir four bulletins bovt* 
been issued. Tlic first give* an acvouut of tliu {co-oi>erativc) 
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BFUikhig Union in n iAhiqtiiv m Bonxla Ihcf 

es^TiiineiH tiw nunL-twim wtiiott n village (eu- 

o[>crativp) bimk ehanld porfonUi the thint ie a teport on 
the dovelopixient of iu Bnmti^, and the foiirtU 

ileala with the (irogiw^ of <io-operation in n village m 
PtmjEib. 

By twction 55 (1) of the Bc«crvc Bank Aet, the BiMik 
wan coqnirvKl to make n report to the Contml Oovemment 
witlkin three yeara of lU tEiaugnr&tlon on (a) the extonJiion 
of the proviffioriB of the Act relating to sdieduled banlti^ to 
nim^echeditlcd bank$ and banker and [6) tlin inipmvflment 
of ibe TTiachinerj for dt^a!illg with ogrleultnral iinimce and 
the methcHis for effecting a clogtcr conneetion betweem 
^gricultuml enterpirb^ and the operatiooA of the Bank* 
Townnk the oloee of the Bank mmd an tntedm 
report ou Agrimiltural credit which was fuUaw'od m Deireni- 
bei-p by a Sn&i report. Like the builetiika issued by 

Uie Agrioultuml Credit Dejukrtmont, tlio report has proved 
til be primarily educative and ailvisoiy in ita purpose. It 
luakca no concrete preposidii for legislAtiozi wiUi regard to 
irifligcnoutt linkers ae the negotiatiorui betwcoa the two 
parties fell tbrougii. On the subjeet of agiicultnrat cmlit 
the report explained tbc imiidviability of a eentnd boitki 
whoi)e advanoes and investiniuitQ mui?t be highly liquid^ 
engaging in agricultural^ finance. It etulcaroum to lUlay the 
wToiig imprpjtrinn^ widely entertained» that i;he r>epanrnei^i 
was meant to oxtond eredifc to agrioulture. The report, in 
effect, innkes it clear that it is only a reocareh department. 

§ SB. Conji:thi 3 ioiL.^Tlitiap wliiln the Keaerve Bank of 
India acenja to have done erainciitly watt in tho^c Hpheres 
of activities where its predecessor the Finance Department of 
the Gnrcmment of India (in co-opccation with the Impeml 
Bank) had funotioned rnktlAfnctorily, it duos not sooni as yet 
to Lmve fulrikingly trmmplied hi tlioan otkm m which ttic 
old syEtem w'os generally rceogiiiaetl to he dnfieient. 




TRENDS OF IXDIiN PRICES 
Bv P. D.vtta, M.A., Pn.D, 

CsIcfOta UrtirmUjf 

I 

The n&tiue ot price statutica —A study of tlie ^ 

India Tritb tbe avalbblc etatiatica is not very eoey. Wlailo 
tho index nranbcis of wholesale prioea for Cdoutia and 
Roinbay are quite local in oharacter, tho index tiiimber for 
Iiulia li£ks oirtlived its usefulness. Here the base year is ^^f73^ 
to wbioli India no longer looks tack with any interest. Be- 
tu’Bcn 1873 and 103" the whole economic framew'ork of India 
hus nhan^. Tin outlook of the people lias alteiedn The 
relative importanoe of commodities m Indian trade and in¬ 
dustry lu $9 dionged apprcciabty. The statistios at out dis¬ 
posal are therefore not adequate for any reliable connlu^rt. 

Under the oirenmatanoes the index number of wholesale 
prices in Calcutta baa been accepted as the second befit 
guide. The League of Nations has acoeptod it for all com¬ 
parative studies. Even the alUndia prim index is nothing 
but a Calcutta index and not really all-India in character. 
Nearly four-fifths of its pde© quotations are from this city, 
for when the framework of this index w-os prejiareil the 
seat of die Imperial Government was in Calcutta. Besides, 
siuco 1&'25 the wholesale prim index of Calcutta lias oloeely 
followed the moTemente of the aU-Lidia price index. Colon tta 
may not lepiesont the economic condition of tine eountiy 
os 0 whole—^for which on© ie to look to the Indian villogm 
differing among themselves in social atmoture and economie 
ctuuacter — but it Is one of the two centres of trade and 
industry w'hcre major economic changes cast their refiec- 
tion. TJuj object of studying changes In the general level 
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df prices is to egtabliEh (etaiion between ironsoncy and 
exdhaoge anil to know its offect upon production and 
dtstriliutiou. Calcutta, along with Bombay^ ts an iraportanti 
ceutie of Indian trade and industry tmd all important 
ouukfits are situated here. It ie United, up with the maiiterts 
of the world. Tlic Caloutta index oan, theroforo. bo relied 
Upon for our purpose. For knowing the efTeoli of currenoy 
and exobango upon price, and of prioeo upon the major 
industries of the counuy, upon industrial wageu and proUta, 
it wU] bo sufUoient. But a study of the ecauamla dymunioa 
of Indian vUkgies, of real India, wiU always remain a 
baffling problem for want of data. 


/udae .Vum^ers o/ irAofc«ife Prices t» India 
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II 

Post-W^ price th^ War the Iiidiiui prici> 

i&vel wna moving np due to the abnormal factors c£iui;£d by 
it. The iip^vard movcmejit gained infipet.xiH aAer tlio War 
emii piioea were soaring up. The price bvel attained its iwak 
ill 1020 till when wiiT ctnulltjofis were prevaiHng. BVoin 
ouwards nations ivere busj* witk reconalructioD anti reUahili- 
iation. lu that war the price level catup down very 
TiiJ 1924 prices contiruiod to iloE^ime nitlier fslowly. lu J025 
and 1920 there were again two sudden set'backs. By ilm 
time it appeare^il if prices hod i^ttled down to a new 
normal. ITroiu 1D20 to 1920 prices were rehttively stabJej 
tiieir behaviour was Dormal, and tlic dis|>arity betnxen 
theiTi cased up. Tlib cqndltiDD did not continue long. 
The great economic depression eommenced from i 929, the 
like of which had never bean wiluosi^] before. India became 
a victim to it. The price level came down precipitously in 
] ti2y and 19S0 and was fnrlher declining mpidly to a minoua 
level. TJie Calmictta index idiowa that the price level w-ae at 
its bottam in 1933 when it recorded 87. In Mareh tlie iceord 
was as low m S2. 

The depression ia eearcely over. But the price levisl 
bull taken an upward tiun^ It was slowly moving up 
after March, 11)33. reaching 91 in 19^55, wher^ it remamod 
in i93ft. It appeared that tho prices hod attatnod a new Icveh 
By the end of 1930, however, the political situatHm in 
Europo took a no^v turn. Nations were adopting a hiuity 
imd draatio policy of reoanamont. The war scare faimed 
up spcuuktivc spfait and the price level rapidly shot up, 
whon by Marche 1937, it reaebed the pre-war level* 

(hi two oocoidons after the War the fall in the geneml 
price level was very sudden and precipitous. The 
effects were not, however^ the same. The fall of 1921 
and the succeeding years was amply compensated ottt 
of the u"ar-time artificial profits. A port of tha burden 
Was suhse^juently shifted to the wago-canuira and rentiers# 
who were more than eomj^n^uitod by the rcMef abtaiued 
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through tJiD hill of price IcvcL This fall was ftt theeame time 
aDoompnnicd hy an aU-tovmd reoonstruefcbn prt^gramme* 
tihrDwiog open to cspitAl and Liboiir new arenuc? of 
r^moTtcTTitive employinetit. Tlue gimeml purohaamg [wwpr 
wik» distributed over a wider field of consumption lUld 
piXKiuetion. This fall was not asaociotod with a perioii of 
depression and unoniployniont of tljo factors of ptoduetjon. 
It was associaietl with an indu^triat boom along different 
channels. 

During tlte iJOTiod of relatively ctAblo price level Ixstwoen 
11^25 and li\2^, the remafieratiun of the fact ore of prmi action 
atlained a new Icvd wJiich eettlod about the margin. Tbo 
fall Ilf the price level hi therefore worked differently. 
It told heavily upon iiue margin of remuneration, without 
lending any scoiio for fresh employment elsewhere to the 
diffcrpiit fact ore of prodwetion. The rete^ of profita 
and w'rtges were so that the factore of prixiuctKin 
could not aooopt them. This caused unemployment of 
labour ami capitaL Dncmploymeut of labour or contraction 
iff incDflie below tlm normal requirements of the owner is 
vkinue in its oen^queuees- It causes coutraction of con¬ 
sumption and a further fall of price level. 

Looking back over the last twenty-throe yeare^ it is very 
diffnnilt to extricate the normal bdiaviour of the Indiaii 
price level out of its erratio movemont®. Between lS>14and 
oidy four or five years looked free from abnornnil 
factors- A very large number of yeatg witiiB^aed an abnormal 
iMjtmviour of economic forces. Even those few years which 
fomid reliitivoly stable prico lei^le were not tested by 
time BO that tluiy could othetwifta be accepted for a relLfthle 
price Btudy* llie depression which followed immediately 
after fchi$ |)errwl proved tliai the economic conditians of 
tlm period were without any t>afli 0 aalidtirity. The economic 
foreos, intomiil and external, did not nttuln any ecpiilibriuin. 
Nevertheless^ the period hetw'een 1U26 atid 11)2S Itas l>een 
accepted as a new' normaJ by a Lai^ ntunber of iiountrice* 
Thero is no justification for that* Pre-war normaUty might 
have lost its basic foimdatiomSr but no now base haa been found 
out. The price lovul is float big about without any anchor. 
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Currency policy mi prices^—During t lus y™B of tnule und 
Qujmnr.j diiUocation by the Wpvfj tb&ite whs litfcle niii- 

fotmity in the movemc?Tit of prlec^ in diSbrent countries of 
tliL* world* Currency and exchange were dkloooted. They 
depii^iated in vaIiou^^ degrees in different countries. Diffi¬ 
culties of communLcatloiL and transport^ insiability and un- 
<5ertHmty of exchange, and Llie existence of UrifT nn^lh along 
national ftoniicTH liampered trade. There was no &:ee eom- 
[jolitiotu Eestoration of eqiiilihrium proved difficnilt* Pricea 
followcil Incoherent courses. Tliey became idmost nstionnJ 
in character hy being inflocncod largely by imMcmal policies. 
There was no umfomity among the price indices thojuselvc^ 
nor among t heir tendeneies^ 

When in the years folloTving 1^25 savoral cxiun tries were 
rotuming to the gold standard one tkfter another, nrLtiinud 
economic policies were regulated to conform mth inter- 
niit.ionat cquiHhrium. National prices showed £«ndoncks 
to follow International prices. Tliifs necessitated an attampt 
to make an artiflda] rcradjustmmt of several important 
national faetote. The readjustments forced npou 

them indirectly by currency and trade reguiatiuna rather 
Dian dimd.ly by any coboeunt plan. The outward nmni- 
ihataiiDTi of priro IotdI became relatively steadbut the 
fundamental fafH;ors which ultiinately control price at-mo- 
ture were weakened^ There were elomentit of instability in 
thcni. National economic eqidlibrmm became disturbed. 
It could not be accepted as fully rejecting the economic 
condition® in I he coimtry coneemed. 

TJte Government of India follower! a sinidiir policy* TIiov 
tried to attain a level of equifibrium with sterling in an 
miiftcmt ninnner. In their attempt® to stabilise the mpeo 
at Iff. a ix>Uey of dedatign was followed. In, the worfa 
of Sir PurHshottamdas Thakunhis^ a trencliant oiitic of 
tiiifi policy of the Governinent^ while tlio pre-war average 
expansion of curreuoy in India wm over Rs. 20 cro™ per 
aimuin, the avenif^ expansion between 11121-^22 and I&24-25 
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n'Ofl Rfl. 1M2 crofes a yetftr. To proc^etJ with this calcul*- 
tkin, lietwoen 1U24-25 and I9as-2ft, tlic annual average 
expoiuiion was Re. -i'S ltotos. Tlw Bank rate Tva* luiturallj? 
high during thie period! wagee were robtively hutdeiiflome; 
but the price level declined. The fall was not followed by 
any adjustment in the internal economic factors. 

Hie Ooremment of India, however, attained their 
objecllve. During these years of economic and luiauciat 
rooiganisation, T mljati price level very closely followed the 
wliolcsalo price movement in Great Drifeiiii. .Between 
ID24 and 1026 the Board of Trade index declined by over 

17 per c«nt and the C^ltiutta index tocorded a fall of over 

18 per ('oni. ITiie downward niovoment was Btcady and 
tenacious. It was much moro depressing tlmn in the principal 
eountries with which India had important trade wlatioiWp 
except Japanp w'hero the foil was about Irt per cent. During 
tliia period the United States Bureau of Trade index fell 
hy 3 per cent, and the tiermon oSlcial index and ttis 
French index remained steady, 

NevcrtliehjEB, it wea niuintained, for oxanipte, in tho 
Majority Report of the Hilton-Young CoinmiBaion, that tho 
Inilimt prices wore adjusted, by the time India ha*J been 
returning to a gold parity, with the world pricnjti. Tho 
Cbnunlssion proved thia by <xinverting the mpeo price* 
into gold prices in accordance with the gold cxdwugp of 
the ruiiee. This, however, docs not tlirow any new light 
<m the problem of intemationa] competition in tratte and 
produetiou w'hen the price index is not a true index of the 
mijustmont of internal factors of production which con- 
etitute uoet. Suuh a calculation merely the question 
tliat foreign exchange is tlm ratio between tw'o price 
levels, Ml that whem tlw national price level is converted 
into a foreign pride level in terms of tim current ratio 
of foreign cxch^ge, evien when exchan^ is varying, a 
parallel movenicnt of the tw'o prices will lie obsoirwi. It 
supports? the claim that the regulation of the Indian exchange 
by the Government was very effective. It proves that the 
regulatiou of exchange had its complotc effoct upon prices 
without pntving in the least how for it brought similar 
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adjitfftmQrit of rent or intere^ to mil llis dirclbiitig 

inice h?v©K It b fo be rt^meinlkyrcd tiiftt lh<5 rupee o^^elmtige 
yim^ AdjiM4Nl with. sterLiog atiU E^terliog nilh goM at an 
Anificially high SeTcl liti^rrantfKl by the eijoriomid aiitl 
financial condition of Oroat BritAin. Great Britain ^nGTercrl 
and India ^ufTared in consoquoncc. A preeipiUte fall uf 
ilia Indian price IotcI pro^^l ruiiiouB to Bidin. 


IV 

Naiioiial and InteniatiQDaJ pziee movenients. —^Thc objeot of 
comparing mtiotml price bvet jfitii mtematioiial prices m 
to compaie tW DQ!iLj>etit]w position of difforient countries. 
For thk pnrposo Indian prtuca require comparisc™ wiih the 
price levels in the Unit^ Kingdom* Japan* tho UpS-A.. 
Oem^any and France. \Wilh these countries India luju^ 
important trade relationB. Tins end is, however, rendered 
imn^cei'iaary hy tho Ftato of price dcptwriDu to an im- 
preoedented »:Etcnt. Price levels in rtevoml countries tli*^ 
oUned to such an that it wm the upward n^ovc- 

metit which was desiied while the downward tendjemey waa 
regretted* When the depirodon brought down the purDhae- 
big power of the fwople to a very taw level, even ft vnry 
great prioo deproBaion could not bring dowrt a bng list of 
commoditica within the range of consumers' or producom' 
demanib Even low price ivould not intn^flniTO elftfiitcky 
into the dcmimd. On the other hmich the cost fitractnre proved 
too rigid to foUaw the price doi^resrioiiH OouaequenUy, iin- 
profitable productive effort further aggravated the situation^ 
Nfttionsi. theieforCp desired not conipetitive advantage 
In internationiii tmdc lindirr failing priceo, but profitable 
enbeTprifiO under rising price level ; and thus an inereoae m 
oiuplayment and the general purchasing {low er of the people. 

During the [loriod of price deproB^sian eince I02ilp the 
fitnictiuo of Indian prices revealed its inherent weaknesa 
in comparison with the price level in other coimtri^. In 
the dis^rity of pric&s wbiDh ensued, Indian prinea di^iezgcd 
away to an csttemdy low depths Tins divergence became 
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very pramiiiotit since 1031 from wliea aae country after 
dJiotljGT 'K'lis miaing ita nnchot off gold. Between 19^0 and 
(03 f, measured in natieiuil ciutencieg, the price level fell 
in Ju]jfin by 30 per cent, in the United ELingdom by 23 per 
cent, in the C.S..4. by 23, in Eranoc by 30. nnd in Germany 
by 12. The Lnduui price level, however, fell to tbfi extent of 
32 per cent without bringing any relative Advantage to 
trade. From 1931 price movement, tti tiiosQ eonntrice which 
bft tlie gold standard either openly or praoticaUy and 
which depreciated their carroDciee in terma of gob!, iKcame 
relatively steadythe decline w'os stopped and after a year 
or two there ensued an upward movomont in certaui 
countnes, Japan checked the fall in price level in 1931, 
the United Kingdom in 1932 and Oermany in 1933. India, 
hotvover, proved on exception. Immediately alter Ind ia 
had left gold, tlie general price level reacted to the new 
measure. Between Soptomher atid December, 1931, the 
index number of pricce moved up from SH to 98, With 
1032 all hopes of price revival went sliatteved. Indian priced 
went down to the lowest level of 82 in ^larcb, 1933. The 
annual avorago price level remained tenaciously low for 
acveml yeatfi, althaugh the downward movement was 
cheuked in 1933, The genctal price level did not go up very 
much higher than where it had been oheukod till tlie advent 
of 11*37, Whifc the yeor 1935 was a year of definitely rising 
prices everywhere except in tlie gob! blue, and while tho 
price disparity among aioat coimtriea wan closing up, 
Indian prieea remaine<i deptesaed and furthest away from 
the world movement. 
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V 

Wholesale and re toil prices.—**TKt> ycare of JopresiaiciQ hiwl 
witnessed “^'6 re* indeed# Uirguly caused bj"-—a profound dis' 
torf ion in the structure of pricca; wholeiwkle prict-s fell muoh 
fiiiTO tbun liiu cost of living, raw' uiotonals iiioro tlxan the 
manufaoturec] goods, fumi produwt^ more tliaii the industrial 
produute^ cooBumptiou goods more lhan Inv^cstniunt gocjds. 
Am a rtault of tiieatf diveigont movcmentri. the balance of e<x>- 
nnmio roliittou«hip between pnkluoura luul eo^iiniitiorfr and 
between different of produiieni was desttoyod and a 

longgani developed whioh pre ventefi tlao moveiweni of goods 
and generation of piyx^lukslng power^ Sinoe 11^3 !i . * . tli^re 
lias been a weli-jiiorbed tendeiipy in many part® of Dio 
world loivuhJii better pric® relatioti^bips. In most oases^ 
this has been the result of a otiriBidorablo rise in the prices 
of tlu)^ eommedity groups which fell irioet durirtg the 
depFd^imi, oceompani^l by rtJative liability in ibe prices 
of tinise groups which fell least. In oUicr worda, in revival 
lis ill depr^iotit tht^ movement of prices has tondcEl to 
pivot aruund cho^ iuice« wbieh are relativoly infloiiblei” 

Lu these w^onls the Diroctor of ibe Fintuicial Section and 
Economic IntellJgenco Service of the league of Natioiu* 
give® his survey of the inequalities in recent price move¬ 
ment®. In qertnin nsspcotti India proved no exception to 
this trend, in others India maintained her owti pccuHarity. 

in mofll countries of iho Weat retail prices as me/isurecl 
by the coat of living hnlex prevod rehitively rigid. WTioin- 
sale ptiim fell muub more reiativtdy to retail prices. A 
relatively rigid cost of Living did not cncoiirj^e txtenaiou 
of dent and in «pire of a greater fall in ibt* wliole^alo prioea* 
This helped to prolong the depre^on* In India, however* 
the retail prices fell more than the wdiolesale prices or at 
least kept pace with them. 

Wlien the cost of living is rigid, a full in the whoJe«ilo 
priced docs not tunse the ilemaiid to ex|um{l and the murghi 
of prohl of tin.' trader ajid producer is nurrowod down- If 
W'ogea kevp imoe with tho cost of Imiig. maniifLielure as 
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well Ijccomes Isr^ pmfit&bte^. The waga-<Mirnt.^rB^ [>ofljtion te- 
m&Lns uiioltertjd far as it is nolatod to Ihc^o fartoT^^ 
vtiiJe tJta ijoeition of tho manufacturers anti fouu^im 

Wlicri retail prieefi fall DCture tlian tlie wholesiilo 
prices, os wtik Roniotimes th& cose in liidia^ profits of the 
roiailtmi art* narrowed dow-ii. As diannolfi tsf liringiiig tfio 
eternali{l of the to tluj door of the whulosatiors 

and tmuiiifoctiirera* tfieee retailers loso their meentive. 
Rut tho deelirse of the euai of livingi people witli 

fixed mconio [profit and wealtli teiitls to bo 
to trheir handR> provided other factors remain the Banie. 
If viagi-® move along with the cost of iiving^ ofio of the 
burdens of the producers is minimised, hi fact, however^ 
lag far behind tho cost of living. In a E^'b'tom of 
production like that of Imlia, fthero it is aipitallstief 
tJio eomnioilities being ogrieuItunjJ proiiuee^ a telatively 
grtMttet fall of retaiJ prices, as Llifj eae* uiiii cereals 
in partiimlar^ in smciclaL for iKitk tnule and proiinctlon, 
for liotjU are nlmr^t eomliincd in the same hainb. In thin 
rosjjert thero are very littlw of improveiinuit even 

noWi TIkj veiy fact tliat in India the refsut firieea liavo 

> 0 «iJ[riitlB ml b| Livin|; EniLbX ia aoi AVHlUbtA. Hwwff nomhajf %um 
liM htum takiMi. *rhn lut two cetumnii ct Jlguit« btkvp bwj pu£ in^ihnr 
frqin twu ihitiil'vrril (ffwJ bssna^ am ladt CEitElpalahin. 
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&llen much hxwor Uian tho wholoaulo prices is another i^jf 
of the ©xistetito of certain factcprs wliieh aro petruliaTly 
Indian r for whulwuife jiricoB are genumlly influenced by 
wurtd fiictow luon: thim the retail prices, 

VI 

Distortion of the rnice stractore.—Clue of the oharactorislio 
foatnres of tlie price depression sinpc 10311 is, as liaa alroarly 
been said, the disparity Ijotwoeii the priw Ic^vels of raw 
materials and manufactured toromodities* AnMiUg tlie raw 
materials, staple agrieultnral coniiiioiiitieB Emfibred iiioat. 
This can be Been by a ginneo at the moreraent of prices 
of oxporteil and imported articles: for the fottnor consist 
mostly of raw omteriala and the latter of inanufaetHiud 
commocUtics, 
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It will be seen that tlio fail in the price of raw iiniteriala 
as repnjHcuted by the exported articles was very stnlden and 
great, while tho decime in the price of manufactuiod articles 
repreaeiited by the Imported articles was rathor slow. By 
mat the jicicw of mnaulact-uTod articles hail conipamtiveJy 
adjusted iheniwlvea to llie level of prioeft ftw raw materials, 
while nl! the flame time raw material prieea were showing 
signs of slight improvoinent. 

A mlatively ^ater deprcflajon of tlu? prices of raw 
materials brcpoght no advantage to tho [luniufm^iurcrs 
through lower costs. The malady In tho present dcpieeston 
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u'aa tov^'er demiiDrI t(kAn tiigFior .Dch:!1j^ hi 

tlic &€^11iiig prico ofiitfvplu agricultural commoditio^ woikeuod 
tlu? puTclia^ing power of ilw agikulturkitfl, India bemg pm- 
dommantly tai ogricultum] Liouutry* the wETering of tho 
jjcople very grmt. In t lio words of Sir ('toorge Seliuatet, 
“ liuUa has ffllt the severity of the foU in the of wliat 
she haa to seil, but haa not obtained a correapiuiding advan¬ 
tage of the fall ill prices of wluit she has to buy/^ In oonee- 
<jueuue> prices of manufactured articles IukI uLrimiLtely to 
120 jne down to the level of primary oonjmoditrea. 

Another approach to tliu problem of priLe study is to 
compjire tito prices of investment goods with thfisio of 
eonaumption gewda. During the present depreaffioii Lho 
prioea of the latter have come down umcli lower than those 
of till? formerp thereby raii^ing the cost of prodnetioii^ and 
making investment uuprnfitable and discouraging. Tim is 
considered to be one of tint rea^ni^ for the sEuggiBh nature of 
the fecoveiy. In India sndi a eomparboti is Crtiitlc!5*& os much 
as it m difficult. In a capitalistle induwtriid country where 
productive activity deiiendfl ct^nsidembly ui>on tlie price 
and cost of ftJipita!^ thifi approach to the problem is essentiat. 
In India, w'hich is dependent upon agricultural production^ 
overwdielmed with unsaleable crops for want of purchaslug 
power, Guch an analysis is tmneoeasaiy. Neither are the 
indian price atatJ^tica suriv as to Uirow niucJi light on the 
problem. Noverthelen^, it may lie said in gencrul that widio 
the price of crops hn4 come down very loW| the price of capital 
goods has not diwlincii to the aamo extent, A similar dis- 
parity will lie evident if oil is oomptircd with oU-ecods or if the 
indoxos of metals, hides niid ekins, building materials^ ete.^ 
are observed, which are maintatLimg relatively higher 
positiona. If, howovor, raw jutn 13 compared wdth jute 
manufactures or euiton with cotiron textiles^ the eoticlusion 
vnll be quit© otheririse, 

TJie fiimi nie 4 ieurie nf ihe price distortion wUl be n^ddent 
from tlm following mtasuro of avin-ag© deviation of tlie jirico 
index of 72 oommoditics in Calcntta from the averugo 
index ef all coninKidit ice. It o'ill be seen that even now there 
ia very little hopeful sign of the dis^icfsion teoiLhig to be 
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narrower. It appear* liiat produeUTo uciidty will bava to 
itettb down to » now Mlructaral rolatioiiAhip, 
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Dispad^ of indindiul pricos.—tSo far the study of prices iios 
been ounfined to tbe tnoTemant of Llio a^'ecago of price in- 
dicefl. A ferther cietoilefi study of the movomcul^ of in- 
dividunl commodity prices wiU ohow’ that at no time have 
price inovempntB been so free from common factors ns 
recently, Indeiiendont mcHStircB in eeveral pitru of tlm world 
have Udliienced individual comiuodittes, niaking tlie gonerid 
price index merely a hotchpotch calculation. Tliis is mainly 
due to the aljsencc of a common tsnrrency atanclnrd, thjctU' 
atingexdbange, trade ceetrictions and control, and u hundred 
otiijcr measures adopted during the period of dopreasion. 
Tliis is why in 1934, for example, raw- jute index can teourd 
33 and tea 1 

Raw jute w'as the w'Oist victim of the depression. Its 
bad days hml ooramenoed in 1921, two years before the 
depression Htsrted, The depression merely recorded tlws 
Nemesis. Rooent upw-aid tendency in the commodity prices 
lias helped the pdoo to bo in a better pusition, but the gain 
itself is disproportionately low. The recent rise is also duo 
to iiome extent to the restrictioit scheme adopted by the 
Govcniiuetit of Bengal, helped by tlie weatber condition, 
Tiic deplorublc {xxtitiou of jute lias made the Bengal ryot and 
tliuqje dnpundetit u]>on him almost rosourcelcBs. This bod 
state of raw jute is due to a cotnbhuitiun of eeveml fccUim: 
overproduction, lietter bargaining position of jute mills, 
(lugc stocks, and the pro valence of a purely gambling spirit 
in the jute futures markets of Calcutta. 

Commodities like oeieala. pulses, oil, etc., have also 
sufibred heavily during the depression. Tliesc commoditice 
aru almust local in uiuirractcr. They dcjicncl hugely on 
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liftmc mnrkets. They liAvo ^uffer^l most by the clepEie^lati 
{liftVC caused in tiicir tiim tbc dt^prcssioii to coutlnuep 
U’Lo^l h iiuotlier commcMliiy tlu> prioc of whioJi Fcmaiued 

low on aCK3Dunt of tin? compelitioo among cxiioriejs, diiiuk- 
age of thb world morketi, mid poverty at borne. The prices of 
tluMje comuiodiljea, exoupt odl-&i?edij+ are yet allowing no 
liigiiij of improvement and they will not perhaps irapmve 
until the pitrchasing power of the people ts euliaoeed by 
oClier methods^ or tliey arc pboed in the world market hj 
improved methods of marketing, or they arc brought mut 
now industrial use. Since 1035 oil-seeds have witnessed a 
comfortabifi rise. It is lui exportable commodity and its 
ri«s lias been micribed to the prolocige^l drought in the 
Argentine and onhancecl industrial demand in the Wc«tp 

Raw eoltou lias suflered long* Its price depends as much 
upon the textile industry at home lUf upon the dciujuid from 
Japan. The relation t>&tweon mw cotton and cotton mann^ 
facture to a large extenti similar to the relation I>etween 
taw jut.c and jute nmnufactuic. Tho barg^uning position 
of I[lUJ- owners is always strong and the rj'ota are always 
at a di^odvantcLgcous fMHaition in marketing. The boycott 
of Indian cotton by Japan, upon wlu&h tlue export trade is 
largely depe^ident, and the sal>ftctiueni limtlation ufHin ludteji 
cut ton pitrcliase by the ludo-Ja[jane^ quota agreement to 
a depmssiou fKfriod level, have prevouteii the rise of the 
price. Recently the jirioo level hoc gone up very much 
higlicr due to the war scare and heavy pure hoses by the 
mill-ovTien?. The rearmament progmnueno has als?u Btimii- 
lated the price of hides and skin to some extont. 

The Indian jute imlustry depends almost entirely upon 
the foreign market. It b one of the imlustrioji which hue 
sutTcrixl nluiosi os much aft any primary commoflity. It b 
Olio of tlic commodities w'hich is open to sudilen influences of 
tlie Aeaeon and intenmtiaiuil political situation. Faymimbb 
production of world crops gives an impetus Ui its deiuujid 
as groin carriers. The world trade in grams hai* been coatiuider' 
ably reduced during the depression, aflecring tJic price of jute 
heavily* This Itaa been further uggravaU>cl due to I he use 
of meelLoincat devices for carrying grains in bulk, m\ iiitcin|it 
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uii tlu' pAfi of acTcml ooiijitries tn fsjicl eulixititut^^ md 
im position of liwvy iiiii»rt dutioa hy somo countries, Tlie 
price dEprcssioil w still cotitixiuiug. But ti biw not iso bmiiy 
affectod the Biumckl position of the milk. A much 
(kdiiie in tlie price of mw juto has soinewliat iiiamtaincil 
the profit of the luiUowii^rB. 

and oottoA mnnufaetui^ ftre the two im|H)Ttitnt 
oonirnodiiks whoeo prices Imve been mointakiofj at »t very 
high poditioD by the iMiff duty. Rektively they aio the 
t favontud of comiOiOilit Tlio trcucfa of their prices 
arep hoi^i 5 ver, Irom those of other oommoditi^. 

Kelatively stable and liifilii the prices of ihcfle comrUDditios 
arfe tending to conus down slowly* by tbo expauskiu of 
oompetition at home as a reault of tlio pnjteotlon, if not 
by ineroased efficiensay* Tea is unother commodity,, which* 
thougl^ not helped by any protective policy* is now in a 
t^ry fii^voiircd positionn This is Largely duo to tlte inlluetuie 
of ihB International Tea Restriction Scheme, It^ position 
is still iruproving^ Ou the wbo!i>,r the hey products and th* 
protected imiusiiies arc now iu a much impmved poaition* 
while primary agriculturtiJ is^mmoditiet? arc stilJ suffermg 
hottviiy. 

VTII 

, ConseQuencds ol price changes. —The eausea which M to 
ihnf pric 3 e depression in India are World causes. Tbo borden 
of h^vy public debt couseepLent upon tho War* tlu? Lmpcis- 
aibh^ ro]iaratioiis imposed upon Germany. rata|3aut econoniio 
lULtiomiltfim and tariff barriers along national frontiers, mu 
fH>me of the cnuae?! ivhich eriginjilly set into motion tin? 
vioious circle of depression * 

Therv are* however* certain causes peculiar lo Tndiaii 
o^mditlons w'hioh a gg ravated the ilepiession and are still fjro- 
venting rcoovery. India is ai> afpicultural roiuitTy. Seventy- 
two per cent of the people arc directly engaged in agrictdtnre 
aud a fiiT larger proportion are dei^eiulenb upomit. Thoir 
tncfmie b normally ao low tliat itialmrdlyjaufUcieut foe tlieir 
urgent ncocssitied- Any rnrther fall in tlie iuc^itno of tlio 
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peopte con9(H]U0tit u{)oq nny cxrrancisua caiue, wbat«T«r it 
may be. leaver tbo people on iJu? of sturvotioii. The 
re[wroii£8iou v>*hicli follows ag^vatcs the whole situation. 
People the in tlie miibrt of phmty. Their only oapital. i.e,, 
their labour, is toet to them. Besides, the comnxodiiiea them- 
BelveH, bulky, UDstiiMulardiscd, and perulisbb, cannot expeot 
the liett market, nor onn tlte 3 ’’ wall for a better market mu', 
(litian. Tho agrienltnriatethemselvea conjiot wait fora better 
prieo when their needs for [Hirchneing power are urgent. 

The consequence of the decline of prices has been untold 
miaoriea of the people; partlcularh'' of tiio agrieuitnrista. 
Their purchasing jiowcr has come down remarkably !mi', 
ITncmploymeut and poi'erty an? beyond description in the 
rillugoft. I^w purchnaing power of the maast-i tia« oficctcd the 
inilustrico. The biiidon of debt has Iwen lifsitTy fttid oredit 
haa frozen tip. Trmie and transport have suffered ; budgetary 
equilibrium disturbed; ffesli taxation necessitated; and the 
burden of public debt mcneseeil. In the chaos that has 
ensucil contrjulictory phenomena have Ixjeii observed— 
poverty amidst plenty, unemployment on tJie one hand and 
unreduced wages on the other; rate of interest low with 
flomo but high with others; profit elimiimted or voiy low 
in oortain quarters but relatively high elsewhere, and so on. 
Yet to-djiy tlinno Is very little sign of this situation aasing up. 

Tlif general outlook of the peofiJe liae changed. It can 
no lull per Im argnetl in the orthmiox economic manner that 
the fall of prices is wholly favourahlo to soino and un¬ 
favourable to others, although maldistribution of wealth 
lias incrcnseil considcrahl^', A fall of prices cannot 1» h mked 
upon a.'i favourable to woge-eamcra in general in tho fhcfi 
of increaaitig tmemployment. It Is not beneficial to ereilitnrs 
even, when credit is a'anting and capital is frown. l‘'eoplo 
«m no longer rely on tlie doMiica] theory of aiitoiuatic 
restoration of prices, alien a fall does not help ospanaion 
of demand, the general purclmsmg poww haring failon so 
low. Neil her can curreney and exchangp be reiiod upon to 
help their mstoratlon. In fact they gave way to the 
presiniTo of drciimiitanccs. Ijpw' rato of interest, low pries 
of primary product-s and inexhaustible supply of labour 
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liavf not been ttbli) to bring indaetries on la a profitnbfe 
tiaeiH in tin? pr««ene« of li>w’ cleinand. The presont dopreflsiun 
m the Indian pricea Bcotm to In; cilrtniinly tenaoiotiB, It is 
now Mlmitted that it caimot b« ri*ifled by tin; free play of 
eoonontio forces. To a certain e stent tlua la a dspressiuii 
period outlook. At the same lime it is also true tluit if no 
definite mcasuro be adopted to rewreo the ttownwnnl move¬ 
ment of priocii. it will take a very long iwriod for the normal 
or ptofitable level to be restored, and in the process several 
factors of production utU suJfor considorably. ^yrtady they 
have Iwen great victims, Indiana have therofortt detmntlcd 
rortnin re medial meaflureH from tin: State largely in tuno 
with the Western economic tbinkcTH of tU'day. Lowering 
the himion of taxation, “tegtdation of exchange,” "ctm- 
trolted inflatiou,” “loan expenditiire,'* “planned ccmioiny'^ 
are some of the measurcH itcmandod in India, thf Ihis^e, tjio 
detoaud for devaluating tim nipoc-»t«rIing eschange hae 
becii [HM-tk-tdarly Ht T^mg, The claim for it hou been piinhod 
to such an extant that U lifts now become a plank in party 
politits. A rapjil eunroy of the tlioughts on these demands 
will lie iutciesting. 


IX 

Demami lor remedial roeosTnies.—Sevoml year* IwfofO the 
effect of the price doptesskm was being felt, the Indian 
business oommiuiity were hlamiiig the eiuroncy jiolicy of the 
Govommoitt wliich stabilittod tlie rupee-sterling ratio at Is. Od. 
lo tho rupee. Wlicn tlio price depreesion fxjmmcnccd the 
husineaa people os well us the jiolitidana iraoed U to bluB ex¬ 
change ratio. 'ITicy not only tried to *!»ow that the ratio was 
artificial but also maintained tlial it offered imwntnuited ml- 
vanlage to the foreign inriiistries, caimod a serioiu*set-back to 
Indian induirtriwi, reduced tlie iiurehaBiDg (lowerofthe people, 
eumpelled the Govorioflent lo borrow tioyond their news- 
sitics in India in order to niaiiituin higher exchange and 
Italpod tlie rate of interest to remain at a high level. The 
(lox'ertimcnt of India were termed o “distress borrower" 
in the Itidiou money niorket, “A distresa borrower is 
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nnifiiliKincoil by the? return on the ilctiifil currenli inveatmflnta 
ftmi tends to squwsEO out the gexsiiitw borroiarer from the 
motley market.” Tlie LuBinesa commimity therefore wantoit 
a ebiuigo in Ihe exchange ratio, which would revive tnule 
ami bring price recowiy. 

When the clopre^ion autualh^ csominenoeih the Imain^se 
ucinuiiuiiity eitjier direct help to tnwte and 

induKiry or artiifn-iul dieck to foreign They 

denmnded it siil>*t!intial reduction of mduay frejgitt 
on agiioiiltural products, the impoflition of import duty on 
wheal liml rit-e, a tevlBiou of toJid revenue policy so os to 
afford adequate relief to agriculturieta, and measures for 
facditntiiig murketingr warehouBingk tiiianoing au<i move- 
tnent of erof^^ On the whofof the husineBS eonimunity 
«(uggeBted a policy of economic niitionalism, aUhongh it 
iiniBt Ijo nieniicned tlmt devaluation of tlie rupee 
always remained a plonk in tiielr contention. Some of titeoe 
auggetitlons uerc later on revlvedp otdy nith a ddfcrence 
of Diit-hkjk. W^hilo suliflirlj and State help were at firefc 
odvwatcd from a spirit of econnmicr self-sufficiency at any 
costk they weto Later im favoured in order to put |nirdiasmg 
povrer in the handa of the people or as a part of a wider 
ecoiiDmic ptanniJig. 

iSy it*3l and ll>3^!| when the price depresrion was at its 
l>ott4:i]ix, econoiniate of tlm We^ were propounding a new 
annlyitis of the situation and auggr^sting ticw remedies. 
Indians at once fell ir^ line witii the new contriburion 
to ei'^onoinfo tho>ightH They were eiuging to the tune of 
economic planning and economic control. With the advan¬ 
tage of cheap money, a large-scale loan crspenrliture was 
suggested in order to put purchasing power in fcho hands 
of the people. By catcbw'oriU like economic planning 
or refliVtiun were very umeh in the air. At the same Lime^ 
Indhvfui were witnessing in the West an application of 
ocetionno nationalism tliroiigh tori^, bilateml trade agree- 
monto, coidrol of ImjKirtB and exports, restriction of pro- 
iluciion, and luiitaiil uiarketiug arrangements. The buBjiiesa 
coiumunity in India got eticouragod. lliey aiiggesstml similar 
policies for India with fre^h ardour* Along with these 
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danmiiib ftn iwivovftcry of dobt t'anoiliuUon, Tlus idea 

wjis itlto m foTicigii import^ the mod^?] ImviDg J>eeii dumed 
from Hciumnniii in I9SL Mu6i of these niinedmt mea^um 
4iera faugg^ted I>j the biudui^ eominuiuty wldch looked 
u^ioii thetn m highlj cfficnounuf for rndtistrukl tuid tnido 
revivaL All mtional oeemomia tliinkors, on tlio other hand, 
oonBidered thorn short-BigKtod, and os Itkoty to iiggrav^ate 
t!ie ibprGKijoii. Eut economic pliinmng,i eiie^p moi^y 
policy, puUiQ ifork* e^ponditiiro aociuod the support of 

On ibo ftonlyfiift of the cauies of price depi^hm there 
wafl not Always timt iinjwumity of ophiior). Nor tlio 
Government of India by tradition and outlook m a po^ttinn 
to accopt the oinaiiH On eurroitoj nriii tariOT 

policy* the di£Ference of opinion among the people wt%^ wide 
enotigii^ wliiJe tlie Goveniment of Indin were definitely iti 
faTonr of ttxo policy they adopted. The idea of economic 
planning tiad a largo imtuber of odvoeateiai in country'. 
No one, hoi^^'evcir, approached tlie problem mih a practical 
outlook. ItL a vaflt miorgnnisod Ai>curty where unlivithmls 
do imt Toalbe the nec^ity for social ajlegiance, eontrollod 
regulation of economic destiny \sm iniiioe^ibie. 'rhe jmUtioai 
atatiu^ ijf thfi country' U not HUch as would allotr the Viceray 
or any GovonMsr to adopt whatever policy lie would iiko. 
Some of tlio gnggoatinns for reeci^ery w'cre adopted piocoH- 
meal. Tariff ciutica on ocrtahi imports vrero niamfainctf 
and fiomeiimea enhancotlt crop restriction eohomes wore 
experimenUHl with hero und t horv; and debi ctmeUmtion 
echeuies were brought into existence in certain Provinoeft* 


X 

CkmdusioQ.—The problom of India ie peculiar to hoPi As 
the articles of production generally consist of food^iuffs and 
paw materiaU, their demand h often ineloBtb. If for any 
reason there k price depresaion, restoration l>eoomw ei- 
treniely alow, ii does not become automatic, Depit^ion 
bciHimas tenacious- Food artioles^ for cjianipb^ flm dinf* in 
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priw not fto much dxie to oontraoticm of desire od for other 
reftflotiB. It to for wiuit of purchMmg power. Erioo recovery 
of iw matortols to, however^ very mutih dopendetit ii|>ori 
iodufl tries. The effect of induetrto] recovery upon them'to 
usKEiklJy Utc in eaming. Thto to one of the reosotis why price 
levivat in India to sluggtoh. although recovery to in evidence 
in other countries. 

At prefiout what India require^x to to give greater attention 
to the increase of the efitoieney of pnoduetion and niarbettrig 
rather than attempt torotoo tlie price level by artiddal mca&a. 
A portion of the loat market of worid should be at least 
Tcgairuxl and the demand for Indian commoditien increased. 
Ai tlie conic time India should try to intonrify the demand 
for her raw rnaterialc and primary* prodiiute by ot^gantoing 
new induBtrios within her national borders and dtocovwmg 
new industrial uses for tlietsc ixuumodltie^'. The licw industries 
wilt be new Bouroes of empJoyment of middle class people 
as well ail of thOBO wiio oiuuiot otherwike adopt- agrieulturo^ 
Their employment will greatly incroase the demand for alt 
coitiniodjticf^ of Indian cirigin and national and local holonoe 
of paynimiis will be itfatorecL Tlicrc will tlicn emw narional 
re<M>vory and tmtiotial welfare. 
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FEDERAL AND moVINClAL FINANCE 
By PnqFiiasoR D. G. Karve 

WilltitgdfM Bombay I/fiitvmfj/ 

Changes in the Fmatudol —Ii. has been well ^h\ 

that finaniM; is ti hiindmiiideii to [Kilitlod in the wiileet mm 
of tho temik And it la ito wonder tluit recent ttlinnges 
in the poUlical conditntioii of the oonjitry eEhonid luvve 
awiikeuetl a bv^h iiiterE^fc in tho subject of Indian l^iblia 
rinanoe. The liberalising of the Proi-iiioial conslitntioiiB 
and the introduetiou of an element of popular renponatbllity 
in the Central Govemment of the eountry ore bound la 
alter I Jf not Imnnuial onalyi^isrp at any rate, financial per- 
apeatlTCp The impentiing eatablbdiment of a FedtraJ 
Govomnieut for tli* whole ocinntty is nbto on event which 
is calculated to modify many a^iiects of Indinn Oniinfse. It 
hns become necessary to take stock of all thes^ changes in 
mif interpretation of the Lodian fhmiciai probleni. 

Dependent GoTemment.—Till the j^jar l E>21, wlien the firat 
beginnings of responsiblo government were made in the I'ro- 
vinc«fi^ tlie linance of all Goviormnents in India was a matter 
wholly depciuleut on the wiabes of the Secretary of State for 
India anil his agents in this eountty. The fhcil tliat the |xdltical 
ciontml of Indian poltcy vested in the membcf^of the Britisli 
Cabinet lun i an luiileniable and far-reaching effect oii the work¬ 
ing of tlie Indian financial The case of Indian tariff 

polioy ie weU-ktiovm. En oppoeition to the combined wiiJteii 
of tlio Government and poople of India a free trade, and 
later on a low tariff, policy was imposed by the Secretary 
of State ■who was prinmiily influenced in this connection by 
tbe reprefientationa received from Hue Lanooahire cotton 
industry^ On tho aidn of expenditure euch iteim oa Hu? 

40S 
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itobry Aini cmpWuieDl of the 
Anny it! Iiiiliifc werr decitl&il with reftrence t<^ Injporial 
defctice poliuy^ whiflU was entirely outride the iniinenoo uf 
Indian authariths^s. Thut Iwtii the rpvenueii and pspetu^ id" 
Indtn isTfre jiowerfulli^ afFocted hy thefu? eitetiiaJ inJliicaioe^ 
13 undoubted. 

Sjn<» th& year l^±\ a alight change haa taken place in 
tliifl uhnomiah imd in the Htriot wense iinnpptTi.talp aituatiori^ 
Biith in tiio Proviutiwai and m tho €cntn? 1egkbtnTt?» have 
been eet up vrith prepoiultifiint elected majorities. Iri the 
iVfvmcqA Ui^ olijoial bbo liaa been re moved altogetlier. 
Under the Act of 1010 nu alteration in the tax syetetu c<mk1 
y lie cffoeieil without the ooncumsnce of the Lcgialatiiroap 
though botJi the Ciovemore and the Govoruor-Cenoral lioil 
|wjwm of curtlficatiQii hy wddcJi tax meoMims could lie 
c^uaoted by them in opjKjftiiion to tho will of the Iji-gklatiureiiT 
Ai* for expen^littire a ooiuvidcmliLu field whs licyoud tlie 
- flontml of the LcgMlatutfs, as the flcniotida for grant* 
hdluig in that sphere wiare not submitted to vote. Tlte 
right of rpstotation of grants rested b the Gove_rnoni and 
the Governor-General robbed the IjcgisUture^ of any rea! 
oontrtil over the expend itiiro side aluniXilj s& surely os in 
the e^m^ of toxiition. Under the Montagne-Cheltuaford i\nt, 
from i^2\ to 1031. the right of resroration <if grants and 
evrtifieation of taxes was freely used by tbe Governor- 
General, though it niuat bo iidiiiilt4>d that its use whs very 
rare indctod in the Prti\inctes, 

tJiuier th^? neiv constitntion whiflh Juis Lojen initiated in 
tiie Provinces since April. the direct control uf ria* 

exwiutive hewls over both taxation and exjieiirljtnTv ha# 
been considombly mluocfl. The special respanBihiljtiea of 
the Provincial Governor^ and the Govcnior-Generah and thi^ 
/ reservetl deport meats niider the oontml of the bt ttev, are 
items of expendiinm for wbidi t\m nltituote oontml in 
the iiighest exeeutiv^ as before. But the power of certifica- 
tioji of individual tax men^ures is removed and tlie oscoutiv© 
liftfl no luoie tlmn a first ciiargo over the rov©iiu«) for 
spoehd and o^ntial expenditure. The Governor-General 
nioreovvr, a sjiccuil npsptmfiSbiJity uniler the Act 
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for tiie finnnomt credit f^nd eolviyticy of India. \lw j^crieml 
coi^tr^I over ilnaTioial luid btjii^jwniig policies is an importortt 
limitattGi) on the fificu) freciloin of both the Control cuid 
Provirifii&l IjCgislatures. 

Provindai Aatonomy.—Jt must fione t ho less bo ad out ted 
tbj^t iJio gpliore of miluencci of tho ITo viiicial LogLalatiires over 
ProraicudfouUieH lukSooiifiLdfirably moreaeod- The mi|K^]tant 
Uinitailona ibat still opoi^fo ore more on tUc ouk of oxpend- 
itiijo than on llinl of revalue. The ttimi glaring oaso iii that 
oTthoreendtiuentandmlariiisof^Imt areCflIM ihnpurity 
sorfcdnefl. Tlwse ore entirely untler liu! coiitTol of tiio SfeiTotary 
of State. In tlve centre all the lUtfonpo eorvicses* in luhliticiJi 
to tlio Civil and Poliw Hervioea, are thus ejccliidofi frtiDi 
pnimlar oonttoL Tiikon together all tlw^o items of forjiendi- 
ture stand for a very large portion of total govemmcmtal 
expenditure and the jmlgmait of the representstivcfl of the 
poo]ib tmn in no way affect either the principle or the 
ust^ni of the resulting burtipn. That the present oTganisa-^ 
iiun of superior ftemcee ib too clabonito and too costly i* 
an opinjon universally tield in TmLia. though it is titoully 
by Knglhdi otiiciiil opinion- Tlie hultaniaaiion^ 
cIiMpcnitig and pimpUfioatian of ailMuiijat native orgauiiia- 
linn are iiLattore in re^fjoct of wbicli the poUtieiil tnieresta 
of the Britiflh Government in India arc tlu^ principal ixin- 
pideralioii at prfiseiitH In w far iw t\wm items now siciiid 
for a higher figure of expenditure than what wimhl lie fljmit 
on thorn if the final control over timiu were to Ihs tnirMferrecI 
to frfipiilftr Legislatures^ they niiiPt Ih> conajclored aa ai itun- 
l^nimont w of a ftfilMirdiimtc politiea! ^tatiw, and allow'oil for 
a^i meh in any ficJieme of hnancial Toform- 

Tliai fumnee can hardly ever lUu^m-iak^l froin political 
jnriatlicdons is a matter that will become incroaidiigfy 
apparent as the fodemt chara^ier of ihe new' Indian consti'* 
tutinn unfolds itselL ft is intereffting to note in this 
i^unectjon llmt the bi^ginnijige of ailministniiivu tlecentrah 
iftfvtioii ill Driliah indiap out of wliich llii? idea uf a fodenithni 
had, Inter on* its birth* were orjguially miuie on account of 
iiniineial eonaideratioiui. The wMtefnlne^ of exjjcnditure 
in the iVovinoea and the unproductivai^ of their tax 


408 ECOXOinC PROBLEMS OF MODERN INDIA 

collection led to a roaiiudtion of tko Hup^nor virtuw of loro! 
ftototiotny ftotl respoiuiibility. From ttie financial to the 
adniinistrativo atnl ftom the arlminMtratiTe to tlio political 
Bphorfs, thb principle of local autonomy has continued to 
prow, so tliat it has now been trarudatod into the gowniing 
principle of the Indian constitution. Esmpt the Itwiian 
w'ho tcUI come into tlie nll-lndia fwleratiiuii i>y a 
iiTocess of acoesBion, the rest of thegoTOnimental authorities 
in India must be said to bo the ptodneta of the process of 
financial and administrati™ decontralisation. 

With doccntmlisation of fTinctione naturally goes the 
extonsiou of pcipidar control over local expenditure. In a 
federal eonKtitiitioii tliere nro throe distinot Btagos of 
govcrnmenuUiithortty. naniely the national, the provincial 
ftiifl the municipal or local. Tlu»ugU Hid extent of autonomy 
and the magtiitmle of fiinctiona allotted to municipal aud 
local aulhorHios ooinparc poorly with tlie imposing aud 
ficmi-eovoreign status of the Provincial Govertiments iUo 
primary need, of liavuig a satisfactory financial t^ystem to 
subserve t he adminiftrative ends is aa great in local as in 
provindal and natiomd Governments, Public expuiulitxite 
Ht alt tlwwe stages of adminiatrative organiaation must 
ultimately come out of the tutal national dividend, the 
nation's (Hirec. UoIobs the people a* a whole control all Liiese 
stages ctf revenue and expenditure it cannot bo said tliat the 
best possible utilisation of tlie nation'« public reaoutecfl luva 
been brought about. The incomplete control exerei^ by 
the cletrtorate on the national finances is hound In circum* 
scribe the extent of its control over provincial and local 
finance aa well. Not till the entire field of revenue mul 
expenditure in all stages of goveminent has i>^D 
placeil under popular control can it be said that Induui 
finant'e haa attained a normal constitutional (josUion. 

But tl» busincffit of government tnuat go on in the present, 
somi'icspcfnsible cojistitution. In fact the nueccaa of 
res])onsible government will depend upon and will 1 k) 
mcflsuretl primarily by ita aohievemonte in the financial 
fiold. How far tho alleged evib of unequal ond burdensomo 
taxation on the one side and of wiistofu] and unproductlvu 
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oxpeDdiLttro on tho oth^r can bo remOTs>d by tliu now 
Oov^rnmimt^ in th* Pro’raiooa ie a maiter foe Bpemilfttion. 
It iSy however, clear that all the new OoTOmmonts have to 
work out fclii>ir adminktinti^'O and litiftiieial prograiiimc^ 
nnfTi^f very serioufi limitations on their freedom of action. 
Cirtnmmniliod as their oppoctunitioa axe, they will find 
hiimcn^ advantage iu a sysi^teomtie atudy of our entim 
filial system. In one soni»! the ^tudy of Indhui &iiince 
waa never so roulMlc^ as it b at pr{Mnt and all authoiitiea 
on wlinm lies tiie tos|ioni^biUty of deciaion will do 
to find out the methods hy whieh they cim at onc^ remove 
the blembhf^ of the tax system and nae it for furtherance 
of th0 vHdi^r objects of ^iat amelioration and imtionaj 
reform. « 

Federal and Frovincia] Finance- —’As the Indian oomititation 
ie eaaentitiJly a fedoiel constitution the isphesfea of financial 
action of the Federal and the Piigvinckl Govenimeiits have 
neceasaiily to be definml in a mom or Icee exphert maimer. 
The source of Indian ftHioroIism ia novviierc more in evidenc^e 
than it is in thie n^peet. When tlm prot^ss of docentrjdiaa- 
Uon oommenoed the Provinces hung upon tlie caiice6Kif>tiB 
made to them by an atl-powerful central and„ in a sensCp 
[paternal Govemmont- The independexiit identity of Pro- 
vinces us fiscaJ anil adminiytrativo units was not recognised 
os a principle, and In all mattsra of doubt the (J^niral 
Covemmont'^ UteedSp as it chose to define them» bad the iasL 
uiitd, Neither the Provincial Hovemmenti* nor the citlzon 
tx>4ly as a whole liad any co-ordinating and dcckive con- 
tro! in the matter^ Indian economy being a hmikwarrl and 
very slowly ludving system of i^roduetiorit the utmost Ini^ 
portauco attaches to tlio items and tlie level of espenditure. 
As the Oontnil Government has at bast two departmentB 
cf expenditure wludi between theismsclves answer for over 
one-tliirdof the total public expenditure in India, the |K>iicy 
underlying these itenis^ namely defeneo and superior civil 
ser^Tce^, inevitably condltjotis the sucoea^ of all reforms 
in the iHrection of introdiiehig schemes uf gciiiune federal 
fiimnco. 
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If tlifr Oftvomineiil of India imiBl- luav*?, for nuuMiiu* ovnr 
wlufll tlio ropTOseritALivwi of tho poopio liavo no control, 
Mbnul 50 WifOB of ruptwa for thoij itefonne Inidgpt n«d about 
)<) UTOTO# for paypjcnt of the «upcri<»r civil wsrviow whom 
tlipy vmjjloy, U» CJttont to which they can part with soincea 
of reiTJiuD in favour of the Proviiicial fjovemmonta is striutiy 
limittHh It has now lioun ailmittod on oil iuintfs that ao for 
06 the mofils of the tano go, the Provinces muat bo adniUted 
to a wtisifteruble eiuirv of tli» Incomp tax. tit present Tauaed 
anil, for the miart pan, appropriatotl by iho Ccnlral Govijni- 
Tiieiil. 'Hui clnimM of justitse in tlte dUtrihttiitm of eontml 
htirdciitf and of ocletiuofly in tins provincial revoinu's 
bo ovpD romotoly satifitiotl imloua tlu? iiuist imjiortaiit direct 
taj; on non-sgrioultiiral iticonic# ia mleqitatoJy Mhanal by tiio 
PiovtiK^es. The Govommont of India Act provide* for a 
pfijgreMKive sharing of a pitsscribod |iOTtiini of the prowjedfl 
of tiio potsonal income with tW f'rorinow. But the 
u’nrkiiig out of this soliieme of sharing is tniuto to iU'(»iiil 
upon tluj iJiscrofioTi of the tJovemor-fienerBl, "who will 
satisfy Jiimself that tiio aowndnees of the centm) financta* 
It not adversely afftfciotl by such sliaritig. The expenditure 
Ilf the Cuntnd Govenuuent, contrary to tlie oxpetitations 
of rmnneUd experts Iflui Sir Wjdtcr La 3 ’ttni* luis provud 
inrhoitic. In fai:t, owing to the new urge for the improyo- 
inenl arwl nugiiMtntatiou of arinattiieute. as eiso to the in- 
(xciwed denmiub on the ouHirdiiHilmg ami supplementing 
aotivtiie* of the Central Gowriunent, its oxpemlituro U niott) 
likdy to increase titan to deerwoso, Wlmii the Fedoration 
comco an tins aceae the adminisiratiTO eliarge* of tlie 
Ontral (lc)vinii.tumt will alan nwismt tip. 

I'nder the oircumstamme any large scale Hharing of tJie pro- 
oeeils ot' the incmae tax depends pruuardy ott the proluibJe 
yield of the other aimvoes of oentrat revenue*. Tlie etistoms 
tariff is at present fairly high nnd with the progness of the 
polioy of protection tlio utmost that can for the present bt* 
expected from this soime in ctuit it will not ahriuk. The fimuice 
moinbcr of the Oovemmonl of India lias often warned the 
enthluiastic protcotionisls of the adverse effect that their 
polioy is bound to have on the yield of tim custoiiis revonue. 
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WliAtcvijF mighi !>t^ tlw prai^tiaat implicfttioiLii df stHih m 
i;4iiijotij tins cmetom^ revenue mn luirdly Iw ex]>eH:i<;^I to in- 
OTbttso to Allah dll c^xteni aa to csreata a suqihi^ in the 
centml bdrlget* that the aharing of the iiioomc lax might 
W haateiuKi* It mimt, morDOTor, t>u r&nianilien*^] tliat the 
proHent ratm of oiMstofua duty iin? luos™ or les^? at an einei^gcnoy 
icvol and their sealing down rather tliAn tbolr augmentiition 
is the logjtimAte obieotire to wards which centrn.! EnaiKjinl 
policy ought to aha. Ql tlus other enures cf eontnil nrvenuo. 
tirilei^ tlio prevailing opiniuii On lliesubjoet idiojjgea raillimlly^ 
neither opium uor salt may lie expoetod to bring an bicreaj^ed 
mnotuH into tho twaiml tiseheqaer* 

Baihvay Contnbatkiti.^ —Wo ans tbiis^ left with I he raiLwayi; 
HA the fipubable saviour of ifu; fbAjicratc financial AituHiicui 
craited for both tlieCentml and the ProvinaiaL Govvrtiaieitia. 
By tlic creatioti of a Aeporate Aiattitoiy^ nnt hurity for 1 Iwj rail¬ 
ways the iUrecti control of tins huliaii LegLHlatnre over tlLcir 
hnancoti and adminiatratiuh is now ruled out> Even if we 
iignie to look upon ilio milwnytt fnimaiily a pulilk servioe 
moh a <»tiipk)te Aeparatton of their Enjinoe from the generai 
tlnanciul organisation can haandly be jn^ificKl. When all w 
8jiid anrf done, the railways am a pubUcr mQnop<jly in liiifia^ 
and whether >ve coll their coUeciions re.tea or toxes^, a very 
Important aliare of tlieir proocixls jiartitkes of t!ie ohnmeter' 
brticB of taxatbri. I'ho total gros^ mvenue of the liulian 
railways is in tlie neighljoiiThiH>d of u(^ eroroH of ru]iees^ 
fully equal to the yield of otl other ceutml If the 

control of the Cksniml Legislature over the taxatioii of ihu 
j>nopie ill to be complete, rail way si rii> Icsa tluin t]^ otlicc 
AOiirocfl of dlreoi and Indireot revcaiiie* i^iightto lie anieiiabb 
to the normat ftnanuiiit prooediiit!. Wliulinsr jt b ht principle 
a eoiujcl syaiem that the milway^ tihould eontrihiite to 
public rereiiuea is tiol an open qucstieii In India. For 
wldch am writi large in tho history of the Jncliati 
railways, a small peroentago on the total capital at chnige 
with apiiropriai^ doduettuns b held to bo nn intt^gral part 
nf the cenim! revcmica. The reopening of this question at 
a eriticAl gtago of otir financial and politica) evolution will 
spelt RDtlung but finimeia] chaos and disaetor. Any dofiuito 
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programme of ami pmvmeial lUmat?® oftn now 

procoefl only on tile awauiiiption tlmt tlie liability «r the 
railways to pontribute the fixLtl quota of 1 iJcr lonmuis 
intact- 

If a alablo aystera of federal fimuioe ta to bo estiiolwncti 
in InilLft we mufit uJl make up our minds about a prelimiiiary 
issue. The doctrine of a dear-cut fieparotbn of fimoliona 
uitd resources as belwnwri tho Central and the Frovineioi 
(^ervemmenta on in'hich the Moutagufi Report laid sacti grwt 
straes is impoteible of practical application. In the peculiar 
mood of the tiroess, when tlm prt»vlnciai mluitnistrations were 
Bppi^ensive of a oofitinuatioo of wntral interfersnoe, i lore 
WAS fiomo jxii^^ificAtion for c^ntmtriatlng liiioh mti alwolut* 
tiiough even then it could not be appliwl in practice and 
ihr ptovinoial ouiitribuitona bud to be pro™lo<l for. Tlie 
nj0w ooiutltnUon by its procedure of treating all govetii- 
menta) aulhority in India afl first suirandBred to the Crown 
(Uid then rediatributod as between the Oentral und l^ro- 
vincial Govcmineats Ima romovod ftJI the eau£«i of a 
jufitifiuhle appreheiLBion on tlie part of the I’rovinpial 
Govenimonts. The eohject of Jimuiobl relations between the 
Federal and Provinoial Govemments can now be apiJCoached 
from a purely objcctiTi) stand point, 

F{iiuneiaiCo>operBtioa>'— In ull federations there ie a defiiule 
toiidcnoy towartla a growing integration of economic organi- 
aution. Most of the prooesscs of production and exchange, 
osjicciAlly those which are comluctocl on a large »ealo *nd on 
mganiBcd lines, liavc a tendency to epread over tlio countty 
\rithoiit any TOference to the difiorent local adinintctratioiis. 
The regulation »ml ta.\;*tiuii of thc^ aotinties dearly falls 
w'ithin the ocraipetenco of the natioiial GoTcrniuent. Aa< Imw- 
ever. this lesiskiiTo and fii^cal iiotidiy creutM no corraapond- 
ing charge on the disbitraing cidc of the Central Govemmisnt. 
and aii in fivot the ProTinctal Govemtnenia have to prov^e 
for many costly admiiustrative ueriioes for such aotivithw, 
tho proorede of such national taxation must ueoesemtily l>e 
ahoreii with imd distributed among the Provinces. Many 
a dource of taxation, moreover, fiuoh os succeBBion duty, is 
inevitably bound up with the gctscml civil and procedural 
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[aw of the eoiiiitT3''. In the mtorest of raiifonnity of treat- 
Diont anJ appreprlTitooe^ of prtjiietlnre eevcraJ items of 
neveime have thuft to be ceotmlly tfieAted- 
Kor ca^ix the tteeds of oentr£d o^pendilm^ on sobjeet$ 
wlticih priJimriJy fall within the sphere of ProYlnclal Govern- 
Enente be altogeDior ignored. With a Wow to eiiBuie n 
mhiininin standard of effieienoj in reaped of im^Hirtant 
departiiietite of State aethnty, eapeeieUy thaNO whieh dm 
at eociaj and eoonotnto betterment, the Central Govommimt 
has to a^nme a definite responsibiUtw which it cannot 
ahandon even in a federation. Even apart from the iioecb 
of imiforniity, the funo^n of loader^hipi guldanoo and oo* 
ordination In an increasing number of publio activities 
almoW automatically falls on ilie duLHiMorfl of the Cciitml 
Guvemment* Irrigalionui and uidtmtrLa:! msoaroh;, hygietiie 
and medical iiivesiigationni not to mention the ever- 
increaf-ing activity of t-ho eentnd agrieultumJ orgaiusatiotui^ 
clearly Btiind for a <Mitegory of fimotions which am tnnuid 
in fnturo u> make an meroasing demiuid on the icsonreea of 
the Central Oovermuent. Any preconceived notions about 
mutual exottiBivenesa of central and provincial items of 
revenue and expenditure, and especially of the ^tionary 
or dwindling items of expenditure m the uatiunal Govern¬ 
ment, appear, therefore, to l>e unfounded. We mmi proceeil 
along the path of ijiumcJal eo'0|K;ratloii betwoan the FedcreJ 
and the Provinoml Governments. 

^riiat mtoh a eoum b inevitable is »?een from experimtoci of 
most fedenfttdonsj and even the short estperienoo in India 
tends to prove the same thmis. It is, howevers fd.t h3' mmo 
students of the subject that if the Central and the Pro- 
^dnelal fJovemments thus colue to have on interlocking of 
their financial organisation tiuc ILmits of their administmtive 
oQfitrul and [Hjlitioal r^ponsibility are likely to get bturreiL 
Tliat there Js some feimdaiion for these fears must be 
admitteil. Federation, and in fact all government, is, how- 
ovei. a matter of eompremme between divergent Hodal 
temlencics. The oontnist tjetwcon eccmomic integration and 
political differontlatioii that inevitably develc^^is in a fixlera¬ 
tion cannot be rewolvod exoept througli the process of a 
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HUariug of wtnrnoTi revouties *nnl of inviting the Liintral 
Oovcmmpnt to importwit rolo in 4pevi;ni.l doport’ 

tn«ut« wlioae adminiettationifi priinarilj left to tbo Provincrea. 
Tiio (Ipvftlopniont of lut institution buvIi fis an Iiitci-pro- 
vint'iul Council, topresonting tlie liiiance dispartnifiiitfl of bho 
ee^-oral Pirovincial GoTomoicntfi, might give lo Llm con¬ 
stituent Ih’gvincos n weU-niBrkcd ahaio in wmtroUiijg tlw 
raising luid diBljuTBomont of cammoti fuiids. Tho Oovo^ll^r- 
Geiior&l in giving liis piicir consent to nioaeures of 
coming before llie Central l/^ialature, in Tvhich tlio Proviiii:eH 
ore intorea tod, and generally in respect tjf matters affect ing 
the llimnces of the Provinccss, should as a rule be rerjuinMl 
tfj r(<nault the Jutor-|iri>viiieial Financial Council, Tlio ctuaf 
co'oriLinating and rewuiciling factor will, iioa^ver. reuiain 
ill tlie i‘<)mmnn Boveioignty of tho electorato both over tlio 
Fcilor»^l iind tho Provincial Ooveriimente, 

Centiol OuMance,— Wherever lidUiito sources of revcniio i^r 
a common proviniiial fiind is to lieslmred among tho Provinces 
all tnlerproviiicial administration of tiicse BOlircofi and fuiirls 
tinder the auspices of the Federal tlovemmoiit can bo easily 
vvorkcib Wherever an iiitorlockiug of resowreca or expendi¬ 
ture appears to bo neocseary as between iho f?ontrn] and 
tlie PVorincial Govununents a eommon adniinistrativo 
oiganiflfttion lilvould bo set up. Tltis course will be in keeping 
aith till* polilicdl tenets of ferletaUain, wherein iJio auto- 
nomj' of I tie parte is at least a* iinpcrtnnt na the ccmnUimluig 
aiiihority of the centre. But In (firtaiu cases tho Osntml 
Govomnient feels calletl ttpon to make earmarked graute or 
subventions to tiic meuibor Gcivemmunte, In this cfcie t he 
nuiipiatib ClovommoiitB have no control over the fiolicy 
under lying the grants and their dependenoo for any but the 
dompai'atively unlmportnnt {Mrte of their activity on such 
a sciurce vroxild be Cnanciolly anil ^liticalJy unsound. In 
scvoral cases tlieeo grcuita are deliberately uso<i by t,ho 
(Central t^overnment to influonco the policy of Prosincial 
Goveniincnte in primarily proviticud mattors in a way wliieii 
tlio national Cluvemmeut approves. Here the grautn aro 
useil not primarily as a method of supplementing prcivincial 
resources hut as an instrument of ndministrat-ive regulation 
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of provmdivi poUmes tk^ kandB of tlie Centnil 
Govern meiit- 

In a oantinental fedemtion, midh as India is Ukuly to bftt 
and especially mtli tJie kcsitaiit Indian Staton in, 

a planfiiblo cofse can lie made otit for the xute <if Um 

tiiiaiiriiil ann of the Fedeml Governnicnt to ^^tiro a oeirtain 
miiiiEtuini degree of cti^ordinatiun mid offidenty iri iniportEint 
matit-eti^ of pnblie The traiiltiun^ of tentriiib^ rulo 

in India are, however, at leaat m prononnood oe thos^ of 
provincial Beporatiam. For the immediato future at any 
rate the extenfiou of the practice of federal gtauta jwtiftt bo 
discouraged oh it nintefiEdiy lianiiJera tlm freedom of pro* 
vinniai actioii and wcakoni^ tlir seme of rosponsibility. 
Tbm the grants for rmal rccomt-ructiuM tor from putting 
tlie ProviDebl tiovemmonta on their mettle to wHtli 

an iniporlm:it objuci of State activity only tended t-n wciiken 
the sense of their own tBspomibiiity in the matter aiifl taught 
tliem to look Ui the Oiitral Government for gnidanc© in an 
e^^ntially local matter. Apartp from the rncrita of the ru»^ 
the nso of the grantJi oat of the Bead 7\ind to influence tlio 
iwind cN^nfitmclion |)oUf!y of the l^roviittiol OoiiT^mmenta bo 
m to auhservo tlio etuis uf ilie Central Govenmaont^s railway 
policy* over whieh the Fnivineetf liavo no control, mmi also 
lie looked upon os a l>Bd liegniidng. If grimta are imvitable 
their eMinnnistTatioii shmtld Iw, at any mte frir the immediate 
future, under the etintnil of tile rcprese?ntativea of ihe 
Provinpiol trovemnicjita nloog with those of the Centml 
Govornniont. 

Present dlsfributicm of fc$oarces.—TJie need for additional 
revcniuifi for tho Ptovineial Govenunents is. Low'ovcr, so 
groat that ilioy are learning to lie grateful for suiall mercieo 
w'itliout reference fri the ttuxiretieal inerits af the underlying 
prinripk-s. llic dissiitisfaetian fclt liy all aoE^^tUnia of expert 
null Iny public opinion in India witii tlie present oST^niiuitjim 
aufl payment of the military civil eerricea hofi otrejKly 
l>eeii mentioned, ^fbc adoption of a p<i)icy of tednctioii and 
evcniuikl alxilition of British troops in India, the Indiantsation 
of the i-aiLks of ofricers in all tii£ branches of the defence 
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wrvicesi, aii4 ttu* incwjaBcd Ijuliatiisation (uul eiiBapauing of 
thf! civil tif)rvtce$ am rcforttis wliicii aw ovctiIuo aud ato 
cakiulDted to cwat* a saving of at Iftast KJ cmras of nipwi* 
in the coiitml bodget. Tlie hostilo rvoepticm mot45d ont to 
these proposale by Britiali authorities is ptmiiiriJy based Ui«n 
politicat fonsidcrations wiaeh n large masB of roeponfliblu 
Indian opinion diiea not share. Can wie for this reason tofiisa 
to face the immediate |irobteni of federal lirianco in India 
and make ita solution cODtinganl upon the dawn of fuil 
rt^ipcitiAibiUtyl Such a course luay appeal to some peoplflt 
but a little ooiisidcratien will show tlie futility of this altitudo 
of lujgaiion. Evente in tliis sphete are more powerful than 
men and it is tlm part of praeticail states niajiahip and 
linancuil wifliloiu to try and regulate the eTenta aa far as 
possible in conformity witii the accepted eannus of reform. 

Pfovindal Dimattslaction.— Many a Provincia] Govurument, 
nitibiding the respective Governors, have publiHy declared 
their with the existing disttibution ofresounwe 

betn-ven the Central and thn Provinciai Govemnionts. and 
have even ojwiily worked for its modiilcatlon. In the past, 
iliat is licforc 1921. an arbitrary Htanilord of eipondlturo was 
fixed for each Province, without any flyatematic attempt at 
equality of ouy sort. Ah the Bcheme of provindal eontribu- 
tioiiA known as the Meston Award wna primarily baecd uxwn 
tide level of expenditure IJJ the various Provinces injustire 
done in the past to oertAin PtovinOiW, who paid to the 
rentrid treasury a larger Hharo tlmn certain other Provinces 
but in return got a much lower amount to siKnid. was in a 
setiae perpetuated. But tUn oittue sctumio of distributiaii 
initiated another glaring inequality between Provineog with 
developetl industries and those with comparatively un¬ 
developed indwtries. Wliile the Provmciiat Governments 
had to uicnr an increasing expenditure for iiieie entire 
jKiipnlation, agrivuiturnl and noU' Agricultural, they omdd 
in effect tox only the agricultural eection, the mm-agiicul- 
turai scut ions being taxed by the Central Government. 
This was hard on all Ib-ovinees, but especially injurious to 
thtMiA* ivlm have u large portion of thetr population employed 
in uou-agricultura] pursuits. 
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^ritc AlKiljtioit thy proriftcifll oc^ntHImlbnii removed 
t]\e oUler grieva^eei but left tl^c tiew »i)e 
tdg And in fWdt tiecentmting this evil of foyqimlity ie 
the great problem of paucity of provincial resoiiroca. If tke 
Provincial Governments of tbo future are to promote the 
welfare of the people they must either econoniieo, or tasc, 
or do bfith. They taan (inrtlJy wait for the largn economiea 
which ean only take place when the prooofis of the esLablish^ 
meiiL of respoiL&ible govoramcjrjt b e<jmpleto. They have 
to conduct the oflmnibtmtion in an efficient and progreoaive 
nifimier from day to day. TJicy niu^t^ therefore^ take 
aei>ouiit of tlieir exist big resoimiei*, and while working for 
the early friiitioii of the Lai^-acale refomiF that can oomo 
only after the establuibmciit of fuli responeibiUty^ they mnet 
seek out ways and means t-o hiiance tiieir immedjate pro- 
gtanmies. 

The Nlemeyer An^rd. —-tn thb empirical sen^ the rectum- 
memlatiDns nuide hy Sir OLto Niomxsyer appear to ho Uto 
nearest approach to a Holuticiu of the problem tlmt can lie 
ciecurDd forfieveral ye^iis. Sir Otto took for granted the prt^sent 
iKialc of expenditTine in the CentntI Govemnient and felt that 
tuileas the mil ways liegan to pay their prescribed contribution 
to the gmicral revenues a sharing of the personal inoome tax 
with the Ptoviaoes was not a fcotiiifale prop^itiori. Ilow theory 
and practice often loudly conflict in public finance is beat 
illustrated by tbo cJmnging oonrso of authoritative recom- 
nionrlatloDs regarding tho Eharing of the Tocomc Tax in 
Inrlia. The Federal Finance Sub-committee of the First 
Roimd-Tiibfe Conference (Peel Committee p IhlllJ accepted 
tlic general principb of the provincial claim to a ahare iii 
the proceeds of the Income T&s. 11^ Federal Finance 
Committee of 1&3- (the Percy Committee) wins iso much 
Linpre^3>ied by the argumente in favour of the provinccfi" 
elaim to uiconie that tltoy recommended u virtual 
surrender of all the prooeccb of personal income tax to tlie 
Pravtuccfl, aonetiomng^ if necessary^ the rein trod net iou of 
provinotal TOntiilmtiou& to the contml exohcqufir. Tlu?omtkr- 
ally Lilia Vrsia the seimdc^st coutKe to follow, but the 
Provinoes would not licar of any reintrodnetion of contri- 
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buticniB, nor ww the Central Gorermnejit eiigcr to ttuew 
ita depei^donoe on provincial &iibe.idiea, 

Tiio Wiiite Paper on InrUftii oonstitiTtional refonxifl, tluero- 
fore, provitied for a sliaring of i lio prooe^dj* of the pcrwnil 
inuoffUf U^x in the Provinces, TUo minimiun (jliAre 

of tlie Provineaa to W IiaIT and tJic ninxinium thiw- 
Botli tlie Centnvl fuirt Provincial Govcmniciitii 
WCT& to bo J™ to lery a mircliarge of their otro, providiid 
the provmcial srnicharg^ did not exceed 12^ per cent of tJie 
main donmnd. Even this raoommondatsotii howeveri tKinhl 
not be eventually adopted o’wing primarily to the growing 
Hiiniiekl fitringeney in the Cejittnl Government. The ncede 
of reormiimoiit and of etilmidios to deficit l^vbioes on the 
one luuidp and the dwindling yield of the rnil^'siyB on tlio 
other . made an ihimt.Miiate or an oarJy sharing of tlie mconie 
tax nil impiwiblu propuEEition. TJie Govemmeiit of India 
Act, 1U3S. left the commenocmetit of tiic Eicriod and the 
prniKirtion of |Fn>vincial tihotiiig m the income tax to 1 h> 
determined by nn. Order-m-C^ounail. No miuininin [lereejit- 
age wfte pTCBcribetl and an initial period of acme lojigtb over 
which tlie Provinces would not got any slMirOp or anoulil 
get less than the full proscribed sly wo, was allowied. Even 
after the commencement of the Hcbeme of ii progroesivc 
sliaring of the incom^'^ tax ivilh the Provinces the Goverimr- 
CoiicnU itt given tluj iliftcretmiian" authority to siiapend, 
for reofiotis of ability of cmtital fiiwne«sj, the tipcrralicjii 
of the iiclieinc fur any length of time. 

Ezammation of the Hiemever Award. —E^ir Otto Ninrneyer 
w'lui speoihcalty charged with tJic reapumibiiity of flccJaring 
vsiietbor the financial condition of the Central arid the 
Pitjvinclal (iovemments unouid l>e sufficiontJy ^strosig to 
makft the inauguration of ttio now ronKtltutioci a safe 
pro[>fjidtion. II wnH qulto natimd that Sir Otto should 
piy imn-c IkhhI to the necc^siity of pbicing tlie tottering 
fmivinctes cm their leg^ and of ensuring the continued 
iirianciid strength of tlie Central Government, tluin ti» 
meting ont atricit justrea lo idi parties. By recommending 
the \tiphig out of oertain out^staiiding debta of the 
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Provinrajis to tka? Contral Gotrmmioiit and by (mhjuiflmg 
tlia uiituii atui nmuiai &i;ibventkiiiit to Fravincen m a few 
cn^, Sir Ottii seeurefl the soH^eti-cy of the autonomous 
Prr>viuceo, at any rate durmg their early yearn of the work¬ 
ing of the now eoiuititution^ Sueh queationif ae the probablo 
return on the laigo ftmoimts Eunk ip tho l^ukker iSarragOi 
or tho likely noeilfi of a Fro\Tnoo like the Frontier IVovince 
are lumUy capable of bebig finaOy aetllerl in ndvjiaoo. By 
rBcom III ending that for tho fir^t five yoam of tho fedomtiou 
no amounts out of the yield of moomo tax ooUeotofl iu 
t^roviuees lie ehorod TJ.it]i thom^ and that even theieaftcr tho 
eithomo of ^lukting by live eqiitd ^tagea be mitiated only if 
tho total snm of the provincm] i^kiro of the mooitie iax^ 
i.e.t half of Lhi* income tax collected in the Proritiwus on 
other than federal incomes, and the railway frontiibutlDii to 
the gftjicml revenuei^ reached the figure of VS erosnea, Sir Otto 
uTrt n seciireil the {>r>ntJnued solvency of the central budget. 
He had to rccpmtnend, tnkiug into aecuunt the mcn3asccl 
(Strain on the contfal resources caused by the pit>po*tc<l enhance¬ 
ment of ^subventions and the gloomy prospect of the fail way 
that tlie iidditmm to the income tax and some of the other 
taxes mode during tho period of emergency created by tlm do- 
pnession should not be removed^ at ony mte till tbetinancm! 
position of tho Central Government comiderahly iiiiproYcd. 

Sir tkto Nioiucyor's recomnienilfttionfl had nioarly been 
based on grriiKidfl of expediency and comproniiBc mther 
tlian oil gremnda of thooreticfll at^euraoy or tiflcflt Jiiwticte. 
F<ir inKtanoo is i:eafloti to believe that he did itofc 

wee the validity of the clainw of the juto-proiluring Produces 
to A pre^scrilieii share iti tlie pioceotifi of tliu exjiorf duty 
oit tliot article. Antj however* iix-ilf tiio pMCjoeds of that 
dut3' were already amTcndered to the Provinces concerned 
he recommended a further sharing of ll?| |ier cent, Witli 
regard to ilio bash uf dwtributioui of the provinces^ sltaro 
of the itniume tax Sir tlLtu ^ihowod Idmscif to be equally 
keen to arrive at a tUifinite fitaiiriard bofod on rough Justiw. 
Neither tha [Kipulation uf a Proviuco iier tlie reai{li:n€ts 
uf the tas-[Miyier can lie said to |K>i5#44is any ^leiioridablc 
relevance to iho uiidcrljiiig elaini, iliough both t he^ uritomi 
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ykifte upon hift HtU!ijtioii by Provinuee cum^cmed. As 

will lio Aficn from tiibti^ on tlm page opponitop Hiv Otto 
tuy combiiiing t>or<h l.linse hihsen aiui by iillowing for 

iJcculiiiT to Frovinu© nrriwi at a Mtamlard 

9chcdu{o of pfoportroTUit whieh waa on tli© is'hob a eatia- 
foetory fiotntion of a verj^ fliJS<mU problem. 

In a boweror^ the solution of the problem of 

fodcml Gimnee rocom mended by Sir Cltto Niemeycr is no 
fiolutloii (St nil He reoonuneiids in efFeot th& pnfclongnt.ioa ^ 
if not parjieLuntjOR, of the ^taim qm. WoU might eomo of 
tho ProTiiiC;[£il Govornmenta ftny. “wliito the gmsa 
the £tecd Etarren." Tlie maxiiuiim sliAre that the Pro™iiea 
can ever hojK^t to get out of tho income tax is now lixed as 
n percentage of liaif of tlut net intromo tax oolleotetl in all 
the Brovincea from non-fortcral incnmee, though at one 
time it appeared that the tiiaxhnmu anioimb to \hs dis¬ 
tributed iimong the Provinces would I>d a liighor fraction 
than one-hiUf. Moreover, the sliaring of the income tax 
is made contingeiiit upon the improving yiokl of the railu avN^ 
the Provimios lire throi™ at the mercy either of the improve¬ 
ment of traffic or thcreorganiiihig zeal uf the radw-ay autlmrity • 

The improvement iif traffic b a very pnohbmaiicat and 
at )»eat ft very elow’ yin)ce^. TJiere is a defijiite augmontatiim 
of ei^amic atstivity, thnaka portly to the ujTward curve of 
the business eycle and pmrtly to the n^irming activity of 
nKJfjt countries. Jt therefor©, be oxi»tited that tiie 

traffic retume of Indian milw ays wilL fhow an improvomcnii 
ill the t\oaf futiuo, Tlie volume of thiB m>provemonti is, 
how'ever^ a matter for itppcubtioii. WlMstlinr in the near 
future it will bo ao striking aa to inoroasc the net yield of 
the nulwayn, aay'. by ft or 7 crore^ is, to put it mildlyp very 
doubtful How much of the enhanced traffic will Ijo earried 
by mail and how far llie miUvnys will contEUuo to aufFer from 
competitive modcJi of irajti5|KTrt, am important but mH^citain 
factors in the situation. The attcmptcf now contemplated 
by the Govomment of India to restrict road transport, though 
based on a good prindplo, am lacking in eomp^duumive^uKS. 
Unless iho chiaipor mid moi% oonvemeiil means of trwns- 
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pcctp imjnely li.e him, is riec<3gni#i^ ns an iDtcgml ]mrt of 
our tmnspc^rt eystcim no &ntfefactnry $<ilutkin of thp 
of FK^-cftlletl rcnid-mjl Domptrtitioii cnii l»e fountl. 

Rnil-noad Co^rdiaAtioiip— is n probk^rn iu 

whii^ti the intemfisft of Iwtii rli^ Fotlernl and tlie^ IVfjvincittl 
OoTumriijerit-^ iBvolved. t-nleiia th* IVoviuwjd Ato wt^ll 
os^iiitmI thn^ A fair d4?ai ts lieing iDQt^ out to tl^o road trans¬ 
port, in Trliicb they are primarily mt«n5etc?d, they will not be 
■willu^g mHoporntora in a policy oflnis roguljitioin To carry 
rtttch an usenrance to the Prf>irijioie43 not only tnuHt the measure 
of regubition be so deviaetl as to provide for normal c^pani^jon 
of road tmflie, but the apeeiaL claims of tlu^ rail way mujit nlm 
Iki fully jtifillfieii. Tlioro b a feeling among mimy rc^iprin^^jble 
ficcftitiiui of xniblic upiniun tliai the Government of Imlia 
are iinwilling nr mmhlo t-u reniovn tJie morcr serious eanses 
nfraiiuiiy di:^i^t>i), and are ilieir pcisitign as t he snpieuin 
iiovemment and os the disbnrserB of t he road ilovolopinent 
fund to shelter the inefficient railway lineg from fair bus 
comiietition^ feelingf^ may eonueivably Imj on 

im^rrcct notions. But so long as the evidence supphc^l 
hy heavy motor La:i:ation lias not been rountemettal by a 
detjdbd investigation into the la^ai^isation and prospects 
of tim \nm inrhistry tlmre is every daugor of the Central 
fiCjvmmiefitV insistence on road tmffie regulation l^^ing 
Atiiriliuted to itw pEvttijdiiv for its own interest in the railwaj's. 

Art regards tho railways t hcmeslves the experts* committee 
Icf! by Sir Ratph Weilgewomi luis come out with a very 
dbikppojnting refwrt. In cMsrtam respects, such os the witttri 
of working and orgaiilsatioiu ike eoninvittce Luis nut been 
as thorough mid independent in its inquiry as it ought to 
liavo bc^^n. Life* some oilier e::tport conimilteea vu$tting Lmlia 
for a pbtiri period and reporting on important miittcm of 
national economy, they aeem to have lu^n led by ilw di^- 
p^krtnicnial view’s suppUei! to tliem. Cbi tlie erther Imnd they 
Imvo expressed opinioiui oei unbjecls which either were not 
refmed to them or wene not really witbiu thoir n<»rmal 
competence^ lliat th^ ruilwayij fihoiiEd not be called upon 
to make any contribution to the genorai revenues nnJ tlml 
the proeiiecte before tlio railways are tioiiLO toy kii|wfui arc 
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which no n^foTmieo At all to die main 

tiwk set ho the committee, that of Tocommendliig a mom 
economicAi organisation for t{u> rail ways. An hkitoijeiil 
m well As thooretical gronnds the raila^ays in India have to 
be coiisidenKt an ijiijiortaDt contributory to tko genaral 
mvimuefi. Fortimately, tboj^ is to believe timt tluj 

acitml experience of Lhe mi] way a in tlio near futiiro will 
be mom hopeful tluiii llie committeo i'ontomplateth 

An improvement in traffic accom[>arued by a we]J thought 
out meiisure of eomnlination Iwiween rail and trallio 
will bring aiHmt an early increase in the net earnings of tlio 
railwayed- In tJia moamvliib tlto yield of the inoomo tax 
will also increase on account of improving business conditions, 
Tliougli it is vory difficult to fomcaj^t kuc!i things, it i,an 
even lio said that unless an unforeseen chock i$ placetl on 
tlwi normal prom^a of the ImproTumonl of hushiess and of 
|mbUc rovuMiiio the schenin of sJmring suggested lny Sir Oilo 
Jfieiueyer can ixime into apemtion even earlier than five 
years after the ceitabliskniont of the federation. It must, 
tLOwever, be ifcdmitted tliat there Ls a corksidomble olomeiit 
of uncertainty both in the eoononiie and adminij^mtivo 
factory involved, tlie ProviiicoB win iiardly ba:se their 
budgets for a long time to conjo on an anticipated rcceijil aS 
their lull share of the mcome tax. Far more important than 
the iJate of distributicpn is the aize of the provincial aharo of 
tlxf^ income tax. On thn Ijoais of B ciures os the total din- 
Iributablo sliare of ilie income tux the several Provincoa will 
gid the following aineunts under the sclurflale ivcommeniled 
by Sir Otto Niemever — 
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Fjorimia! K«di—Conijidurmf tKc exigpnrlcB of 

pritvindat Enaiiw it can iuirilly Iw sftiil tiuit tiic to be 
obtained by ibe proptmed liktrlbution of Lalf tbe procceda 
of the income tax is titely to l»e either Itiuely or adequate. 
It is. Uoffpver. posable to belittle the aignificaiice of Ihe 
aooessioT) to the provincial TevenusH that tJie receipt of a 
stiaic in the income tas vronid mean. Thus in the cbm' of Bom¬ 
bay the first niinistrj'' under tlie nenr eonstatnlioti luul pn*- 
duced a progtatumc of rcfomis which wonJd have put tlie 
provincial ravenues to tiie net expense of exactly tlic same 
amount which tiie Province expects to receive when it gets 
itK full Biiflie out of the dLatributablfl sum of itioonic tax. An 
early sharing of the full proportions recommended by Sir Otto 
Nieineyer is, tlierefore, n very rlesUable etop. end even at 
the coat of continuing some of the exceptional measure* 
of omcigenHsy taxation the working out of the Niemoyor 
award should Iw ex|x?dited. An improvemrnt in econoniii! 
conditions coupled untb a wise yet firm handling of tlio 
lail-roed issue ought to make this jKwribte, 

8ueh a oouese wonlil no doubt facilitate the immediate 
task of Provincial Gov'enunents. The moat piusabg reform* 
ill the direfltioiv of remiadon of taxation, espcdnlly of 
tlw land tiix, and of improving tite educational and hoidth 
service* ean be Bjianced out of adiletl reaourtiee whioli the 
Piovincial GovemraentB would rpceive when a lie tier dis¬ 
tribution of the existing resoiircea between tliem and the 
Central Govommont [s hn»i%]it about. But for their furtliei 
progreiiat the Provincial OovemracntB wonJd need an ox- 
paiiding revenue, and this they will have to secure luostly 
ftora their oirn resoureoa. In view* of tho financial Bitnation 
at tlio centre any furlher sharing in the federally coUectod 
excises, than at. present, la not a very hojwfnl prapeci. 
Tho dilficuliMsa in the way of getting the Contnd Govern¬ 
ment to levy a succoasion duty on nou-agri cultural pn?|)erty 
or on the movement of goods and fiaosengers mth a ww 
to distribute tho proceed* among the aeveral Provmoea are 
too grtifll to 1)0 removcfl in a sliort time. The Idea* under¬ 
lying these measures will have to be popularised for a long 
while before they are formally proposed, Tho machhiery 
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of taK liijiumiatTulkpii wiD abo liiivo lo AtoiHUly kupmved. 
The coDJud^rntbiui apply to iho lati^luotion of ii «uo- 
duty uii ijigrlcmlturat propferty iu the f^viins^* 
tlii>ugh it b eii^br tliio atlmiiiib'tnikiYu standpoint ta 

inttoduco thb measure than tliu wirier one. In any bgb- 
btion ut the Jiarnb cif the Central GoTeniicnL b some shape 
or another, woutcl appc^ir to bo iuevitablo* and m a rotidy 
remedy for impmvijig their fiimncml portion the Previnaial 
Governiiient^ nan linrdly depend upon the pow^ra coiifemed 
upon them to tt\x eueces^ion to ogrioultural property- 

Fresh Taxation. —A more elofttio and syrnpatliotie huid 
reventu- poUcy, a mom? detcrminofl progrean towards pro^ 
lubition, a gcala improvement in tlie benalieout ftenlocat, 
above oU a measure of redistribution of wealUj in favour of 
the poorer sootiens of tho popuktiun—tliese and many other 
shuilar reforms that are being enthui^Ecistiaally oonvassed 
among tho nosv tegbtutors eun hardLy be fmanoed without a 
fresh measure of taxation. The iiiabiKty of tho Control 
Government to |iurt with a aluire of the iticome tax at; an 
oarly date is likely to lead the Pro^iJicja] govenuiiDnliS to take 
an earlier resort to fresl^ taxation. In any aaao fieah taxatiou 
w ouLl be tTieviublts and the least objeetionable method of 
rtLSOrting to it is to prtnwd to tax thoee tiloeses of noii- 
agiienltural incomes which at present eittier pay no direot 
taiCn or pay it to the Government of Inclia whieh h unable to 
slmre it at an early dote with the Provirioefi, Thii^ eon be 
aohieved by mjfftitiitingattystem of prefeasionol and turnover 
taxt^whiuh are with iu the full compotenee of the Provincial 
OovorrunEjnte- Tlusae taxes dropped during tho Bntkh 
are by no means lujfamiliar to Indians, Under a ilifTerent 
mime they obtalniHl under indigenouA GuvemmentSp and a* 
astippLemeiit to loud revenue on the one bond and tti Income 
tax and anper tax on the other their use would appear to lie 
particnlarty appropriate in a country of small profcdsional 
iu comes such on India is. 

Tlte level of pre^nt odministmtivo expenditure in the 
Central as well os the Proviiioial Govommontu fe to an 
important extent fIctemiinod by authorities other tlian those 
respou-Hible to the Indian Irghdatures. Theit] h reason to 
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bevie tliat €oruudi:fabl® saving emi efPcAitctJ by the 
pnK'^ 5!-3 tif Iii«tiiuiwatit>ii aiirl riN>tgaiiL^ti<>a, Jioiiltor of wluob 
oAit ho imdcrtiikon bi our uonstitiitionttl podiiimi* 

The unpopularity wliieb ht ini«?piirabie ftoni all ffcah taxa¬ 
tion b likely to be hoightonod in tlm pi*u«ient by the 
kiiowloflgc that the iniperfcot roalLsatioti of J^pocitfibility 
iA ftfi iijiport&nt of the wided burden» Ifj how^jveri 
buitleiifl fall on tbe^o who are at picaent being treated^ 
iltoiigli not difliboratoly . in a preforentiul way tbo groiuids 
for dts^Mtieffaction will Imj cooi^iderably iwhiised. 

Tliti poe^ition created by tho jMiaaifcy of important fLoiirees 
of rewniiij and the domiind of mono tlutn oiu; GovomtUBUt. 
to exploit them in ita owu Itada eitU^r to u tibariiig 

of th(j ooruinonly coUtoted taSp at* is pro|>03ed in the ease 
of tbe Indian income tuxi or to the system of tiiircUargoft^ 
The VMiite Paper on Indian Confititutionul reforma provided 
for a sohemc of doul>!o surcharges on the income A 
boAJc rate was to be levied by the Centfal Oovcn^nienti 
and it waft to bo open to both the Central end Provbioial 
Govern mentft to Invy further nurobargca, under ccrtahi 
rcstrietioiiHK in their own particular iuteie^t. This c^urso 
was I howevern found to be unsuitable in vievr of tbe nccdi* 
arinter-pn>viji(aal nniroTmity; and benoe whib it is not now 
unowabb for a Provincial Oovenummt to levy any sur¬ 
charge. t-lki^ Centrai Government Is fee to levy a special 
eurubarge not only on the income tax, but also on those 
i^iiirccft of revenue wbicb. the Centnd tlovomniciit is to 
levy with a vie^' to their distribution among Uio Provinces. 
5 ueh tiH ftuooeaaion duty on noa-agricidtursl property and 
terminal taxes. In ipito of the undoubted tlieoretiual 
obiection:^ to local surcharges on the iiioome tax, tliuir 
mteiitinn in the arraouiy of the Provincial Govemmentfli 
sahject to Builubb saliiguartb aa in the case of the 
sureburges^ wouM hnve made for greater elasticity and 
bidejieiidcnce In provincml fuiaiice. 

The position of the States.— Tiie position of the Indian 
States m-d-riit the FeclBmtkin and the Provinces i» u 
ooroowhikt privileged one, in thiH as in several other epher^s^ 
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So far uidLnK?t sources of orntral vh, 

ciustoxiiSp exdaefc rtiifl railways, lue wrvosnujd. the RIaIva, or 
father their subjeota, bear a muTe or km proponiojiatc almre 
of their hurdenjs. So fiw as taxation m ooiioemcd, 

hovvovcLT, the State<& hiiv'o secured a tAeofotd immunlij for 
theniBetves. In the first ]ilooe, ordinary inoome tas ia not to 
l>o levied tn the States^ u'hieli nLeans that thore ib k> be 
no etfiiivalent burden on the subjeoh^ of the States ctortes- 
jxmdUig to the [niriion of tlie iruNjme tax retainod by tlio 
Federal One of the tdlcged faimtlatiouji for 

tliis exemption is ttiat i-he St^vtes are lUtt rcispoDaihle tor 
the mrvicB of tlie pre fedomtion tiebfc of the Goveriiment 
of Influx, Sutih an argument b faulty in aa umoh as the now 
Federal Govern mont has Ur inherit the strougth, the good- 
wtLI anrt the erodit of the oJd Central Govemnient v^huse 
liabiUticH are to b& offset against tlie nimh. more volualde 
assets hito ilio uf which the Statens ahnmt auto- 

lUAtically enter* Beeides, the hiirdcn of this debt b boinwl to 
be lowered in course of time jwid n [Kr(]etuaj exemption 
fruin income tax aeoorded to tlie States caimot be justified 
on wJint after nil b a temporary bimbn. 

Tluj coah subventions nt prusemt leooived from the States 
am olearly unsnitjibb to their new stalng in tho fixleration, 
and tliey are to bo removed in a maximum periotl of turnty 
years. <ir earlier if the process of tho sharing of the income 
tiix with the provmoGs b ct^mplotcd befom then. This h 
a very legitimate step, but equally legitimate would be the 
extension of the Fcdend meomo tax to tlu* States' territory,. 
After the ejqniy of ten years from the inauguration of tJio 
fiMloratioii tlie oorporation tax ia to be miub applicable to 
the States. Why it ia micessaary to wait for ton years for this 
elementary bw of muformity of buideiis to operate^ tind 
why, further, tlie States should hove tJie option of paving 
lump sums through their Govemmants are very difficult 
questiouB U) anjm'er, exeept on grounds of the oxpe<lieiicy 
of political bargaining. Ab a matter of faot. the al^olitioit 
of ^ubvimtions unocoompariiod by u liability for tneome tax* 
and the pmiriaioii of a ilufimtely vague ILability for tha cor- 
fiomtMin Ux, are meaBums whfeh treat the States in u 
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markedly iifefeRMitbJ wwuior W'bidi ia toappioprbte and 
unfair in » fedciavbu, Th« State* uughi to take tiicir plaw 
along with tho Provmecs for all bntxien* anti lulvaulagAB 
of a ooiumon gorenuniHit. ’i’he federal tninialiy b not even 
etupowered to call for relevant information from tlie State* 
boating on their ImbiUty to csorporation tai. Thia i» to be 
done liy llio Auditor General of the Federation, and an appeal 
to the Fetleral Court i^aiust the flaiteasment made by the 
latter b tu lie allowutl, Tim wluilo position la anonHilous, 
financial ly well m eoustitutumalJy. 

If the federal unb» ia nn act voltmtarily entered inlo by 
tlie Slates with a view to form a common govorwuicnl;. 
witli ojio oentral anti sevorul commou'Wealtit Govenuuenta, 
it i* impossible to luidoretund cither their own iiieisteiice 
oil tfo voral ajiceial piivilegos or tlie Britisb Govenmicnt a 
readinisi* to aooonioiodate them in tluese unreoaoiiable de- 
jiiiuirl*. Siije by idde with tlie liability for pre-fodpration 
debt in the liabilily for finauclrig the deficit provinoee. The 
creation of thew XVovim^a is deddiwS npon for the more 
oiHcient ittlininistrution of the weaa oonecniMl, wluoh ore 
AS much a federal charge a* any other. There are similar 
ureas in other federations and part of the hurelcn of their 
iiiim mtKt nu ion is Hlmred by »H luemhera. The State* eon 
luirdly filainii exeniption from income tax cm tlio gtriund 
that State snbjeata coming meomeB in British India either 
in piihlio sieciiritiM or in other hnetnesisefl are bearing^ tlw 
tnooiiie-tax imrclen. Such inMmic tax, wherever (laid. is in 
reapeot of earnings arising out of British Indian economy, 
and they do not absolve the State populatinnH from bearing 
their proportionate ahnres of fcdertil mooittO tax in ri»{)ect 
of itieomca earned in the Stote*. Tliat the States maintain 
m some oases defence forces is alao made out a» an argument 
cvgalnst tlicii boing culled upon to liear their just shuro of 
frderol taxation. It must be noted in the find instance 
that not all State* do this, and seootidly the mititaiy effi’ 
Kicy of State ftnees wlueiover they exist is not always a 
matter to hi* depcuilod U[«iii for oven local deJience. lenvo 
alone fcxleral ilefente. It can. liowover. be conceded that 
witli tlie formation of the federation the liability of the States 
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to mmntAiii (Idbuee forces nhnuld If Um Stales desire 

of fcticlr cmn sucord to maintain Lhi^to troops they cannot 
olaim exeiti|itiun from inDome tax on that ecoro. 

Tho poattion of the Stotca irith reference to ouBtotna 
cliitieii is even more luiomolons. So long aa the prevailing 
customs are comparatively low and arise mostly out of 
truffio diriBctfy affecting the State poputations the Routinu- 
anno of tlioao taxes will not materially affect either the 
tinoiioe or the administiration. of the fedemtion. Even here, 
however, the rephteemont of duties, which are in the nature 
of provincial toils, by on intermit tax oit sales or on shop 
keeping might be cotioidcrcd a suitable reform caJoulatcd to 
give greater ecotiDmio Immognueity to the whoJo fccteral 
area, In respect of sea oustoms which hamper the ecunomio 
ttoion of the federntioa and wbioh arise in a large m ros ^rre 
out of trade with areas outside the States oonoerned, no 
convinoing <ia.se con be made out to eontinue them ns a 
privilege of tho partieular States. An appeal to poet treaties 
is in this oonnoctiou most inapplicable. The new retabioua 
between Statea and Federal Oovernntent are those of into- 
gnviion and not of alliance. Tim federation in reapect of 
fedetal Bubjoefe supereediA oil existing treaties, and though 
it ought to be reidly open to every State to make up its 
mind either to jotti the fedoratiou or not, it ought not to be 
made possible for any 8toto to join on mifoderal terms 
and thus to pervert ami to sabotage the whole machttmty 
of federal luianoe am) mlminlstration. 
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LOC.VL TINANCE 
By M. Vankatanmgaiya 

I 

Local axpendihue ui India and Oftlier Coontnas.—Tii 1D3I-32| 
tlie latosft year fur wLicb cou^Uilat^^ct stati;&tics are 
kjoal LkhIicr in India mcumcd an ordinary 
expenrlitiLTc of a littk murt than Hs, 22J esGtujrfvo 

of thw ainounte falling untier (Ushi ntiti oUter iixtraortUnary 
ThLf gifea lui itulication nf tho magtiitudn of Hio 
work they wera iu a jJiosition to midfirfcake. Though thin 
wTis mom tliaii fonT times tlie amount speut by tluem in 
and more than ono-antl-a-half times the amoiuit 
epent in ICHS-^IDh, it shoiild on the whole bo regarded as a 
oumparativolj sma ll ox{Ktnditiiro^ eapocially in view of it« 
not liavtzig ahowna terndmuy to injorcate perooptlbly Ui recent 
yeam. It formod only 11 i>er oent of tlie total public—Ccntfuli 
Proviricjttl and t#ooal—expenditure of die country. Tho 
expenditure per head oftlio population came U> Ra. l-l-O, 
an amount too low to produce any really approciablo rvaulta 
when in its turn it Jwl to he diatributod among a hmi of 
items in fiolrk of healifa, Banitation^ medicn] relief, 
educaiioiu etc. Xn oontrust to this^ ail the local 

iitit1koHiJc« m England and Wides ^>c^n in 11I2W-30 a little 
OTfer £-t2S miTli nn^ which was nBariy nifieti^en tirtiee the 
expenditure in India,^ It came to more than 35 per cenb 
of the total public expondJturo imd to £10 I7ii, per head of 
poindatioii. In IMU local cxpeuditiire ctihstitiite^i 55 |H>r 

^ tHlcyteii««l rmiD iho igum m 8i<MiMicot Abmmif^r Briiuh 
1US4. 

■i FiiioTf t!^mr)«i7wnrili p. 3*3. 
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t!cnt of tho E<rtHl puljllo 03itpenilitn?ft in U-S-A-, Ttfl per oenl 
of il in Jupuu ojid 40 jMsr of it in GertnanyA It m 
dear from lliis llmt tho scrTit«s rvtuloretl by JooiU bodiee 
nro nkiiro Uigldy veiled in tbo other Jeadiiig coimtrke of the 
world. Aui\ thb i» vi it i&lioiild l>e, beeaiiT^ Jocu) JintJiOtitic^i 
minufter to thOiAt oeerk whieh ^Iireetly t?oiiiTi!iutc« to ^einl 
well-being- The State has in irioet ccFuntriefl hewn showing 
A tenifcney in recent tiroeEi to bo and [ests an organ isfltioit 
for mern dofniic^e anrl police and to become more and inoro 
a social iferviw car|30mtioii. Sochil services like the pro- 
mi>i.lon of health, hou^iTig and edncatijoii ore traditiotiimv 
A£sodate<l with iiw work of Incal nnthoritie^ and the 
iramdorziLatkiti in the charactef of tlw inodeni State in 
iHJiug reflected in an inerrafle of local oxiieuditnre^. Oni- 
ilitions am qinte dHTcrcnt in India. At tiie rate At which 
Iik'aI bodies am nioving here it will Lilie them a long time 
to apprcMich tho lord attained in other conxitries. To imateii 
tile |Sice at whitdi local exponditores should increase ts one 
of the itnmediato needs of tlie financial situation in India. 

Its dlfitrilmtion among CoTporatioi]fi« Momcipalides and Bara] 
Boarda. —The diatrihution of the t-otal local ospenditure may bo 
examined from Ihti territorial and the functional stamipoini^. 
Territorittlly. hx^al Inxlieo in India fall into llimo groujia—tins 
i!Hir|XirAtiom« iho urhim munidpaiLitieai t he rural dktiict and 
otlier local iKHUthii In iD31-3^ tliem wwo 4 corporatiopjt 
(Madras, Bombay, Calcntta ond Iiatigoori)i 731 munici-* 
polities^ and L24T rural hejardA. Twonly-fivio |^c^ cent of 
tho total local exj>enditure w^as incurred by corporAtiens^ 
which meant a per enpila oxpondicure of Its. 22-3-0; 
35 |icr r^iit wjie inciirrod by municipalities whoee per oipita 
expondiinro came to Ttfi. B-B-0 ; and 4b |ief cent by the rural 
ht^rtU witli A jjer rapUa exijendituru of i>idy T| amnin^ In 
this fiet’i^i’itAgo distributinri there have not been large 
variat.Lona from time tu time, Moreckvor^ tlus per 
exjiendiitiro hoa aiweya been highest in the corporationa 
ami lowest in Gto rinruJ areo^. Tlie rapid grem th of tho 
prr capita oxi»cnditure m corporaiiona ia in keeping with 

* Artkl^ cm Lmil Flimoo* ia ^ 
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wlml hm bwn ubwrved in dtlDs elisewliGr*. ^^Alunlcipal 
gi>vGmmf)iit wlmi (?eorinuibits eall Hus *h%w of in- 

iToonmg —in citluer wonlw Lite Iwrgpr tiio cityV iKjpu- 

InlLmii tho gwntcj ib tly? jsrr capiia cc«rt of serving Hiiii ptipu- 
Tlws however* of liw distribuiiofi at 

exponditnro m IndU shows that the rural n&siU tire not 
\30iX%g to with tlte s+iniB intoreat m urban oetidaj, 

AJtlioiigh th© larger w'ej¥lt!i of cities makes a higher p^r 
ikiptt/x expenditure poaeible for tlioin, ilie pre^nl dieiri- 
btition ifi 50 tmoYeu that the GnunciJit sy^tein has to be 
rcmoilcllod with a to bring uboui an Improvement in 
the ^iupplv of mml ftemi?ea. 

The fmiciiiine of local hodiee are gr(ni|Kfd in offloinl 
KtatmLif;& finder tly^ heack of {i) Ptzblir sarrt-y, publm heaUh 
jind conTeiuenc^, (ii) l^ducatioii^ aiul fdi) Civil wortui^ of 
which the conetruction Rnd mointonfuitse of roads anil other 
of commnniciitiion form an important item. The 
Hjgnilifant omiKsions in this oonneetioii are pour-relief and 
}K>libe which oeeupy a prominent place among the functions 
of local autliorities in the west. In India poor-relief b left 
©ntirelj in Llu> liandn of priTOte inilividuab and voluntary 
urganb^vt iorm; ami tl4o maintoiumc© of police b a fujictlon 
of Prorincial Govemmenta. In I&SI-32, 31 per cent of the 
total local ©j^ionditure was inc'urred on public health and 
ronvmienc© and 27^5 per rent on edxtcation. while ih© balance 
waa utUbed for civil aorks, genejrol ndminiRtratiori and 
seveiul miscellaneous An analyeiB of figures fm a 

series of yoars shuwis tliat wliile only 12 per ©cut of f it© 
total ex:p€'ndjtiiTe waa inemrrod on inluealiou in 
It int^rcfiSed to IT per cent by lOl^lO and 30 per eont by 
lU2ly-2ft, Til© expend] hire on publi© ii©alth waa 35-7 |j©r 
rent of the total in lS(N"t>5: it waa 3ft p©r rent in 1^25-30, 
hut it fell to 32 per The oonclufiioti follows 

\}mt local autkoritka have hren placing a nelaij^iely greater 
emphosb on educntion and that public health has com© to 
ooenpy the next place in their estimation. Separate flgiires 

^ \\\ U. Miuuki^ ..VuhieikjHJ ITctwimtnf .oiirf Adminioiraium, 11. 
p. 444. 

from tho Hgiim in M#fiwmicfa I® 1^4 /m/iao -Vjwiifirtv 
{Sirwn\ C^ommitricn, Voi V- 
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of expenditure on roads are mofortieiiitoly not avfukNe; 
but &om the oommonta ocea^iionfllty nm^ by ProviniTial 
Governments in tJifiir annual neviowiii one gatl^ra ihc im- 
prosaion thiit tbo percenUige of expcndituxo on rombt is tm 
the dwrease. It fihouldi however, bo noted thnt tUt^ 
uonolnftions based on averagea for the whole eomitry have 
ki mii^le use of with a grent deal of eaution an cciiditiazuB 
differ vei^ niiicii between Proviuee and Piovinco mnl 
between urban mid rural areaFj. 

lb distzibahen amemg the difflarent tnnctioti3 of local author¬ 
ities.— The distribiitioTi of expenditure uiuong the vArious 
hinctions may be examined, from t he point of viewof udequery 
and ofFoetivoncea. Compamtive rates of mortality nmy l>e 
laken a roiigli of the iwJcquoey of expemlilure 

on public health. The deoiit'mte pec milb for British India 
in 1032 was 21*® in eontraat with 15 for Ei^iglandp Iff'S for 
U-S-A., for Australia and 10 for Japan. The inCvntile 
rleatb-rute per LOOO hirtbs was m lndb» it \?aH 

05, 58, 41 and 132 for the other conntrioe noted ahove^^ 
An authority on comparative publie health remarks that 
India still pr^^^nts a pidmre like that of Europe in the 
hfideiJe Agee and that in 1027 she r 0 |>ortod to the League 
of Nations 330,000 oaaeg of cholera, M,000 of bultonlc 

plague imd 3,000 oases of smallpox—eMh case far more 
thau wor*? ftjporto:! by oj] Iho rest of tJie world pul togctlstfr-* 
It b true lliAi (ocal exxxniclituie In ordy one of a nnnib(?r of 
faetikru on which the state of piiblio hedth dcpemla and that 
the exact rolafckinfihip between the two should \>& cieteFmmed 
more or Jesa on the same lined as acotiombt* determine the 
utility of Boveral complamentaiy thijigs which render ser¬ 
viced jointiy in the production of a tinklie<! commodity. 
Even though an Inveetigatiou of this aort hm not yet been 
made, the iiigh tnu^M of mortArlity in the ootmtry justify 
the broad oondusion that local expeuiiiture on public health 
is inadequate. To eatimato tiio e£rectivetie»]!t of ihm expen¬ 
diture it ia neceflsary to enquire into the ourrelation liotu'ucn 

* Rtp^ </ lA* HiutUIk Undutj, JMli. 
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an TncT™e m It and a refluctiou in tin? rate# nf niurtality 
for a of jmre. The foil m tlio gii>iiL*iiil death-nUe 

|X)T mille from M to Z2 ami of inlantijo mortality from 208 
fcfk IflO during thn period from t1)ll to 11^32 itidicati]« in a 
geiuufiil maimer tlto oSoniiwncss of local e^tpenditTunei. 
To aicjvBurcp it predi^dy n L-ioscr siirutmy of Lhe llgun^ ia 
neopftEAry wliinSi it h not |ioaaibk to wtty ont in thia limited 
apaw. Sneh a ttcnitiny will rovcul the to which 

the e.^i>cndittire wm ccauumJe^h 

In the 6ev<sral Tcviows and report#^ on education publWicd 
under official auepioos from titne to time a more detailed 
examination of the mlei|ui;vcy and effeotiveiifesa of educational 
cxpciiditiire hais boeu made- The test o.p[>liod in tbifl case 
tfl this extent of literacy aiul t he mto at wliich it- is meroaaing. 
It is now recogmaod tiuit on lhe ba^is of tills test tlie oduoa- 
tiouaJ ejqxsiiditure ineurnHl fry local anthoriiio# should Ijo 
proiiouni'ffKl to lie froth iimdequato and ii!i 5 Sbcrt iit3. Acoortlijig 
to the cemms of 1031 only 8-3% of the popuiatiou iti Eritisfr 
India waa literate tuj contriistcd with luiieticolly univei^l 
Iheracry in most of the other progncadiive countries, Critici* 
have also pointed out that though tho until ber of pupils in the 
etementary scltools nmintaincfl fry loc^kl authoritlee lias been 
increasing more or loss in prcjportion to the incroftBo in their 
educational ea^petifUtiire, mmt of Lite pupils oner found in 
ilio first two olAtewft only and that a loige pcriX’^iitage of 
that pa£^E evfm through CIo^ IV^ attain auuh a low 
standard of Utemey that tlwsy rolapsc into Illiteracy 
after they leave school. Moiv i.fran oue half of t he amount 
spent on echocits is thua a The mtiroductioii of a 

scheme of compuleory cduc&tioii is cctisiibre^l to be tha only 
remedy to avoid thi& wjis-tage- Evnn if it cannot l>e intro* 
iluoed uiiiversaiJy it must be adopt€>d in select oreo^* The 
comolidatjon of schools is another urgent need* The diver* 
oion of a part of the money nnw spent on ordiniuy schools 
tu Uio promotion of adtdt education and ^dllage libraries 
will help to extend and keep up literacy and make «duea* 
ihnm\ expenditure more elfective than what It hi ai pteeeni. 

* ihi AtaUiae^ Qmmitim af Hut Indiim 

Ci^WbuMiofi, p. 
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Tiumgh in ilown a elaudoftl of odequrtoy in regard 

to toads tiiv? denaity of tlo> populiiUou and tho volume of 
and prospct?tive traffic aro to bo laltett into 
eilderation, it may broadly Iw elated that cojopared vdxh 
the adviirit^d countrias of tlte world the supply of roiiils in 
Indift k itiadoquuto. In lf?31-3*2 there were 24U miles of 
road for every l^CKKi square iisiles of while the oorw- 
potidlng figtireti for England^ UjS.Aii Cieruiany, and Japan 
WTO raspecUvely ZfiM, L017, and 4,170.^ Tho 

growing iritonaity of oompetidon tK^tween the Bowl and the 
Railway liaa also revetded tlio motfettivnunfi^ of the expen- 
ditttre m nmih owing to a Ugh percentage of roads rujiniog 
pamiloL to milwa>a within a ahort radiuSp and tli® absenoo 
<yf well-co-ordkiated plan of rood ooiistruetiun.^ The 
diatrihiition of e^iwnditure on the dififoront liasso^ of 
roads—metalled and unmct 4 Uleil, distriet and viUiige—ia 
atfto found to to so imioh iifihnlani'ed that if thp flocittl ^itility 
derived from eammunleallons is to to ut its masimum, 
funds now' spent or proposed to to spent on trunk and 
difitiid roads should be partly divertfNl to oonnectitig ito 
iinp<»riant villiiges wiili the pubUe toad system- Much of this 
inefUctivenessi could have boon it voided if tlie Village luid 
been recognised as tto primary unit of Jocel aelf-goveriiiuaiit 
and pnnehaynt^ constituted to look after ita iaterrste* 

Lt is a soimd maxim of tliet^rotieal economics tlmt fimds 
available should be so difiiTibiited among tlm Boveml func* 
tioris of local government- that the last nipoo spent on any 
one function should yiekl the same amount of social utility 
aa the last rnpee spent on miy other. But lliis inaitiiii is so 
ilifficult of applicaiioii in acttciJ practice that differences 
of opinion aiti bound to nr be aa to whether local authoriUcs 
ant not itpending too much on education and too hi tie 
on public ht'ultli imrt roaclfl or vice versn* ProvbidaJ Govern- 
mont^ in India generally entertain such apprehcDHions atout 
the (mancial work of local Ixxbes. Fnf itustanm many of 
ttom liavo boon complaining that enough money m nut 

^ x\l^tiek^ on HcpamIi m A'pu-yc^o/^cifiYiin: of Social 

* Atid KtIIuihu, Mpori mt Ihf SPiU^ fl/ JUtxnd and ^iJway 

VompUitieyoM p’r 7i 
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f^pcnl oil roadu.^ Ti> present wbist they cojiritler to Iw 
wf^tAgo dut^ to ujiccuitoioic dfetribution of sc^viftral 

roeitelxti^ fuivo tjocn ailDptod fttjiii tinio to tiRio by Pro- 
vmiriat CoTOrpmonts. In aomo ProvinoM log^Lntion dtivwB 
A ftistipotion lietwoen tko obiigatoiy apij l.ho oytioiiaf 
functiunB of ihc ioini] IxHlica thfit mttoli m^y imi Ixj spoot 
on tim latter to llie of the fomipr, * Statutes ab?o 

lay clown that the prooeedaof purticular —theodiicatiDn 

tirt! drainage tax* lite water rate—ahoiild be speni 
only on a {mrlieiilar purports and not mciorporatod in the 
genoml fund^ of the local lK>dy conoemed. Somotinci^? 
intminiftrativo ofdofB aro lesued regulati'iig tho expenditure 
oifc part icofar <ibjoet«« For metonco it was a dired-ion of ihtt 
Madrae frovemment for a long time that the expenditure 
on roada should lie eqiia] to tito net income from toils and 
one-ltaff<ifilio proceeds &o«i iko land Similar staudnnb 

wore laid dowtt by ^oine of the other Ptoritidnl Govern- 
nwsnttf olflo, A|?art froni the constiiutionat anomaly inrolvcKl 
Ui thua fettonng tlic discretion of auknjoiuoufl local l)odic4t+ 
it may l>o not oil tliat even finandaliy such nihsa may not 
prove to be sound. CondLtlcma i?iLTy from one local area lo 
aiiDther in the same Province, ft so rmiiy bo in ncod of 

more roadcp another of more schoob^ A rigi<l rule, therofore* 
may fcml to extravaganeo and waste. A t>oEtar dotdoo for 
regulating the oxpcuilitnre of local bodies is tho system 
of pTuvincial grants-in-aid which may be oQbctively ntllised 
lo enoouruge oxpeiidjlitre In ileflimbb directions. Fruitful 
advioe liiay alao b© given by Provinrbd tSovcruinent^^ wimp 
tlipy review the annual adniinjstration reports of the 
antlioritiiw^ 


11 

Iacb! —^Looal boiljes tu India derive their revenuB 

from (1) taxation, (^}gnmtd made by Ptotinoial Goviemmeiits, 
and [3^ somo miscellancouH items liifft fees and profits front 
romiiticrativc undertakiug^i Of these the Qrat two are at 

cm iht AdminuirnO^fi o/ 

■ r.^., Th® Bamhrny Dkatrkt M^iiniDipal AijE^ (00J,s €k VX, 
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present the more imixiTtant souroos of their iacome, though 
their telAtive importance variefi as between ooTpetratjona, 
Urban tnunioipalities and rural boards. The fullowEug tablea 
give un idea of tlie proportions which the income from 
taxation and grants bore to the total uicoine of each cliua 
of local bodies in flome of the years in the past. 
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It is iilear from the above tables that corpomtiomt depend 
inuet upon taxation and least on grants from Government. 
Even in the oase of municipalities^ gnmts play a relatively 
small part. On tlie other hand rund boards tend to get 
and less from taxation and more and more from Provinoial 
Governments. This is to aomo extent explained by their 
comparative poverty ami economic haekM'ardness. 

Tile taxes and rates levied corporations and muni* 
ci]mlitit!s ate of a varied eharaoter. They consist of ( 1 ) 
Octroi and its niodiheation» tlie terminal tax, { 2 ) a tax on 
houses Slid Lands. (31 a tax on vehinlea and animals, ( 4 } 
a tax on prufessions and tmd«ji, 15 ) WUs on roads and renica, 
and ( 6 ) somo minor taxes like those ou tservants and pil* 
glims. It should not. however, he understood that the levy 

1 SeipuMlc tJv TkQl avjmIkLIu. 

t Sopiuittr ti^inw Kfv ticdi 
*■ A rou^ll egUmwtev 
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ijf all thihai' taxes, is auUioriscd in evary ProTiiico, But tKo 
rctfuguitian of iUo fninclidii} that a tttuuber of taxca is better 
th)Ui u HUigUi tax b ol much eigtiifuiaiico. This mulo^ 
mu£titi][»al Mantle in India bimilar to that which pmrailM 
ui the cDtuitries on the ooiitincni of Europe. It the 

possibility that the defoota found in any portiouinr tax 
may be mudo up by the mBiits of other taxes f and wlten the 
whole tax-systom is properly acUninisterod the burtlen 
beeotoos tnoiie) cfvieuly distrihutod among all the Beotions 
of the local eonirntmity. Whetiirr tiie multiple taxation in 
tmlta actually produooe tlvia result Lt a tjucstiou to which a 
brief reference will he uumIo later. 

Of the above taxes tlw first place is occupied from tho 
point of view of the yield by the tax on houses and latiib 
and the next place by octroi. In the table beltfw is given 
in tenns of peroantogo the proportion which the iticoma 
from aomo of tLio principal taxes bore to the total income 
from taxation in recent yearn. 
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The balance of revenue from taxation was derived in 
these yearn fr(>m the minor taxes and from water, lighting 
and conbcrvaimy rates. 

In niml areas the only iin|K>rtani tax ia the land oess 
or the local rate. There aro a few other taxes like tlie pro- 
fossil in tax m the ^ladias PresiJeney and Bombay, but tlie 
rovenue from litem is of an insignificant eliaraetot. In 
for instance, land cess oontributed aliout Rs, 
86^ liLkhs out of a total tax revenue of Re. SOj lakhs in the 
Madras Presidency and Rs, 471 lakhs out of Hs. 50 lakhs 
ill Bombay, TJus sitiuition was not very much diffenmi 
in the other Province*. Local taxation in naxal aroos U thus 
more like the EnglisL eye tern where a uuigle tax—tJie Rato 
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levied on ooaupiBEs of fixed pniporty—-k the fwutvc of lill 
tKX'rovenuo. 

In ex»mming ntiv syirtem of local taxatiott tlio essential 
paints to 1» observed are vrliotlier ii k realJy local and 
whether it oonfonm to what is ^orally luideestood by 
taxation. Tlie need for a separato systeni of local fincmee 
rests primarily on the teoognitiou that oertain fiinetions 
of government like sanitation, drainage, parke, %liting, 
etc,, ore primarily of servioo to the iuliahitante of partioular 
areas and that the funds required for tlieir eflioiont adtnin- 
istmtian tthouU. he oontributed only by such inlinbitants. 11 
k im.ju.’it that tJie people of one locality should enjoy the 
benefits of aervioe and that these of onoiber ahoulil bear 
tho burden of paying for tbeni, A local tax is therefore 
truly local when its ittcidonoe is on the inltabitanta of the 
locality oonoemod. As a tax it should he liaaed on the prin¬ 
ciple of ability to pay. Somo of the inhabitanta shouM not 
be overburdened and others let off rather lightly. The defect 
with the Indian tax-system k tiiat a few of the taxes included 
in it tend to prove burden sc mo to iion-msidentSj while 
the system as a whole beats more heavily on the poor tltaa 
on tlu? rich. 

Tlik explains the reason why a good deal of wnitroveray 
has gathered round octroi whidi k levied in a large niimlicr 
of rnunicipolitaen in the Pimjab, the United Provincics, the 
Central Provinces and Bombay and which yields a i5nl>- 
stantial proportion of their tax-re venue. It has been nni- 
veisally condemned as wanting in certainty, economy, 
convenience aud equity-^ As neoessaTiois of lifb arc not 
exempt from it, it protiuccB a heavier burden on the pour 
tlum on the rich. It acts in many cases as a sort of tramut 
fluty interibring with the freedom of intenml trade and 
oonsoqnently imposing httrdeiui on the non-residf.'Uta. Xi 
ahi<f preventa the (Central Government from fulfilling some 
of tlic terms of the international conventions to which 
India is a party. It is therefore now agreed that the Tat«s 
at. which it should be levied should kept low in all cases 
aud especially eo in the cose of ncoesEariGS of life and articles 

• fo rtf /mWifit Sfufiifwy Cmanutrwt, V^l. V, p]>. 
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tluit fire ffubje&t f4i impenn,! or prov^incifll tn^fttion; tluit 
&rmiLgcm«nts abould he mado for itrompt refiimb on re- 
esparted goods and for bonding gwxfa wliioli are* 

mtflndod for througb tranj&port* aiul that the CofitrnJ 
Govciroment shoidil have power to prohibit its levy on articles 
iiki; sugafj matches^ eolt, kerufiene oiJi etci.« on which heavy 
owitonra and exoUe duties are levied^ Though mooju* 
tncuiiatious on tlusao Ihicii w-ere mode m far hack as l& 2 ft 
by the Taxatinn Enquiry Committee^ nuioh effect hoa not 
yet been givisn to thein. The only improvenient tliat is 
now' found is that tJic terminal tax—whicti ia an CKilrei 
without provision for refunds and eoUectod by railway 
aulhorities—penally taking it^ place m many mum- 
oipalitiee. Oih* of the disadvjtntages of octroi is that in 
some caaes the refunds paid are much more tlian the amount 
originally ooUfote^ili* A t4i:rtutnal tax does not ^suffer &ozn 
this defect. It has abo Ikocm found from expoiiciu» that 
** bnptovonient in trade proven more bencfioltd to munioi' 
polities with tetmtaal tax than to thoae which mllbore 
to the old fljTstera of octroi.^'* In spite of merit^i like tlie^ 
iL terminal tax may prove as hariiifn] and fiscally ns nn* 
sound as octroi if precautions are not taken pruvetiti its 
l»oing levied iiidiflortmiiiately on all eort® of goods mid on 
gowls expi^ried from towns. Other objections to it are tliat 
it sometimes opemtes as a fmrdlmrge ou railway rates and 
that it neceaHitates the impoaition of the voMiioufl toll 
on goods importtM:! by road. Municipal finanoo wiO bo 
considerably improved if bolh ootioi and terminal tax are 
abolished and if they are replaced by a tax on houses and 
lands and a tax on profogatons and trades. 

The tax on houses? k one of the most widespremi of local 
taxes in the world mainly bocauso on improvement in the 
MTvioes of Jooal govommeni b best reflected in an increa^ 
in the value of houae-proporty^ Tiio tax in India is mostly 
busofl on antuiid rental value and tlie question to bo cou- 
eirfered is whether it k a fair index of the ability of the 

‘ Jii’Wti p. ^ 

* OmrmwoJ im ^f^nkipaS^tU9 ia fAfl Unitid Prm4n^J^. U^aS-sS* 

• ^ofismiokenl ^r4«ow Ofl Munieip^diuM m the jPwvoft* 
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las'pnyer. To the ssterit to wliioh the iitcidpiico of the 
tax b ou the own^r of the house, the rental valiie of it is 
not a oorrpcfe tusasupe of his ahUity as it does not ooxistitute 
llio whole of liifl income, Wkero it is the oocupier that 
bewrn the bnrdfiii of tlto tax, it impotfos a heavier hnnleii 
on tlie poorer oixoupiera than on the riohor ones, as ttmtpS 
do not fonn a uoiforrn percentage of the inconio of persoiifi. 
It L 9 ft matter of oomnion observation that the iKwirer a 
pennm Ijiuppons to be the highor is the proportion of his 
total iixoonxe spent on rent^ Tliore is no provision in any 
of the Acts now in force for a levy of iiouse-t&s on a pm- 
gressiv^e scale. One is Jod, therefore, to the conctusion 
that thouglx as a tax the honfte-tax is local in character, 
m the burden cannot be sidfkd to non-rosidont«p it does 
not compTetoly aatbfy the canon of equity. The aaine b 
true of the ttKral land-cca» hi rural areas. It ifi nlliiimtdy 
based on the anniml rental valuas of landu cultivated. The 
poorest ryot> liowever, haa to fiay at the fianie rate as the 
ricUcisit- Here also there is need for kind of progrt^iun* 
It follows from this that uuleea the abova taxes on 
land valijcfi are supplemented by othera \v]iie!i liave a more 
direct reference to the ineomo of all the j^sitients in tlic 
locality tltc has on the whoJu to be pronounced 

to be regTcasive. Such ts aatnally the case in the rural areas. 
Except in soma of Ih* aiaiLH of tlie Madra.^ Presidency 
where li tax on profcaaions and tredes is levied, in the rest 
of rural India the many potBOiia who do not owtx knfbi 
blit who get iueonxe from other tiguroes oantHbute iiolliing 
directly to local revenues* Even in tha areas where the 
profeifiaion tax provaib, the madiineiy of and 

collection is so tnoffioient that the yield from it is little 
and even that b gradually diminkluug. When properly 
w*orked* it ia just like a local incama tax and can therefore: 
tii^rve aa a corrective to the regreasiva nature of the tax 
on housefl and tanElSp But it b not widely made use of by 
municipal autharitii^ though a ppoviniDri for it exists 
in almost all the ihv>vmcas. Out of the R». 31 laklis which 
it yielded in l932’-33* Cftlouita alone coniribuiad nearly 
Hs. 12 laklij?, while the itiunicipalitici In Matlnts contributaxl 
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Rs- 12 lAk1iA.t ‘Mie only Tas tlifit Iwam iMsiivlly oo the rioti 
is thiit on vehk'lea in towns, os the ralo uf tln> tax f<Hr the 
flion? luxurloiiK (ibss of TcliioUw ie fairly high.* Tbufii tlMMigli 
the prinoiplo of mttltipJa taxation » atreepted in indta it 
h not (nslondfiCttlly woriterf for tlio pnrpoae of romovmg 
tho defeota fotuul in particiilur taxes and making the whole 
tax-systciimn equitable one. ^ 

Tilt legiWSHiTO tiAture of local taxation may also W 
wirrectml to somo extent by n «yat«iu of State grante in aid 
of loon I uuthwrituw If H ran bo ahown tliat the rovutme of 
th* Govoninmiit wtiicli diatributM the gjante is Hsolf boaed 
on ability to pay, In India local Ksir govornniont b a pro¬ 
vincial subject and granta-iii-nSd to b>cail bodios a« made by 
Provincial Oovemraenl* whicL. <iMive the larger sharo of 
their revenue from toxatwu of land and ttom oxebo wMcb are 
abo regrefisivi* in their oporatian. ’Fbe value of provincial 
ernntjj lies more in ite strojigthenuig of the local iwou^ 
than ill rectifying the itMjqoitable clmractor of local taxatJou. 

It baa iitr iMdv been |iointed out that iit per csent of tin* 
income of nil lo^l bodies and W per cent of the iuL-omo of 
runJ boordB iroa derivod in I031-3S from provhitiiil gtanto. 
In England such grante constitutmi abont 20 per oont of the 
entire expenditure of local authoritioa in firanU 

urn wjwlo in Itnlia for goiwral purpoeos. education, public 
himlth, roads iind nthar crivil works. Most of the functions 
dbdiarged by local bodies have oomo li> bo regnrdod as 
scmi'Ttattnnal nerricwi tii which Iho country «s » whole 
should take interest. All grento too made out of the general 
revoiraw of the Provinrial Clovcramonts and not out of the 
procewb of any particular tax. llie tinly exception to ibis 
k the j-Udd from ilie provintnal motor-valiiclo taxation to 
sume I^vtows which U disfributMl among tiie vartous local 
bodiw to cnalile ihsm to owuitaiu roads. Most grants are 
given on n |iercentage bosla, wldle tlmre are block grnuto 
to a fpw oasce. Grants are mode not only to mofei thu 
rceurrtog expenditure on maintenance but «bi> towards 

‘ F«ni« m Jo\tnuai qf l«»l At/.(?iWTniisr'rt 

tJUwn g/ fibi Imdiam Tarc^i^ fwix -15^ 
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capital oattay on water-aapply antf ilraiiiage sdienioe and 
on other iniblic n-orka. Tiusfo a» two aiiorualioB in tlio (IW- 
tribirtioo of grantfl. Otic ia the fiuliao to take into coiiaider- 
atii>ii tha relative nije<li» of thi> local bodlta. Those whiiiJt 
ntiliiw thoir powere of nwatioti to tlw fnJiwt laxteiit and 
still retiiAin in want ore not treated tjotlar tluui thow that 
fail to ilo so. Tlio romoTnl of this anomaly will iniireaw tUo 
tax-inoome aim of local bodica. 'Fha otlusr anomaly h the 
posaibility of eeouriiig spodal grants tiu^ugh the uxereiuo of 
poUtlcul pressure or irUinenoo on the pniv*inojal ministry. 
This laadfl to a certain amount erf tmfairneMs in tlio 
distribution of grants. 

Fee* are eulhwtod by loooJ IkkImih in reluni for spcciJlo 
seretres rendered by them. Fees levied in educational and 
medioal iiialitutlonii. itcnvenging foes like those in Madras 
anil the ujDh levied on raide aro of this clutrofttor, ToSU 
used to pTfslure a substautiiil tai-omo in Miidms but tliey 
were alwliahwl in H>ai on tiie ground that they iiupodod 
thrnngh4reflio and were fait to Up vexatious by the owners 
of motor vohiclre. A previnaiul tax on such vohiolcs was 
Bidstitutod but it dill nipt yield tho inoonw eipooted of ii. 
The mistake Uy in ftl>i)1iHliiing the toll# nn wmitry^sirts. 'rUa 
iinpodiment uJ threugh irefflo or the vexaiiooMicw of tim 
tolls does not apply to thwo slow-nuiving eonveyancoa. 
Moreover they do irrcpatable damage to rdods. llmre h 
now a move to revive the tolls on florte, end it will l» n wisn 
stop cm the wlmlo. m there is no other equally good altcr- 
nath'e for taxing tliem. Foes are abo levied to rvgulato 
IraflSv in dnngorous and offbnflivo buainfwses like tonn''Tki*, 
laiuulritvii etc. Whetlior tieenoo fuos iike tSiusa should bo 
made a sourre of hwomo iiae Imcume a mnttor of controverey 
althnugh in aomo othar oormiries they are m utilised. 

One noteworthy feature of tonal financo in Irutia is tim 
small part played by eoiuniereial undertakings. In England 
and other countrire a good dual of revenue u derived froni 
watet-workii, gas-wtirks, tramwajw, markets, and land- 
derelopnieiita Hellenics. Even in India this Central and 
Provincial GovernmrnM ntn eiitnrprisw like raUways. Irri* 
gat ion, and hyilro-eU«trie wnriw. But local budiia* Jiavo not 
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Iwwtu forward in iht» diicfition. Tin* »nly nourt'e from wiuc>li 
they at pTosont derive a 5ub€t(iatuU inc'ome u markets and 
daughterdiotues. A few district boards iu Madras own 
milwaya but iUere i» no pouaibiUty of any furtlior oscpansioji 
in this sphere as tho Government of IiidiA lios decided on u 
policy of uentralJsation. There ialnmtenim scope for undertak¬ 
ing bire-8orvice». the supply of ebctFricity, wntervforkfl, Lree- 
planting, hmisingand land-development sclteme^.SomeQfthese 
are sure to bring proAt and others ore of gtoat social utiiityt 
Such a forward policy is pfjssiblo only when local bodies 
resort to borrowing on a very much larger scivlo than tlioy 
■re lining now. Commerria] entorprises cannot l>o stArcod 
unleoi UiTge amounts of capital am initially invested. Tins 
equally applies to non-oouMnerdal undertakings like roatk, 
strwers, lioepitnlfl, srJiool and ofH™ buildings, musouinft. 
baths and Tvaab-hoiuKs, j\Jl tlicoe ore sources of pornnuieni 
utility and bring benefit to the tox-payois not oldy for one 
year but over a aeries of yeant. The expenditure on thuru 
should therefore bespread over a number of years, and that 
iuvolves borrovting. It ia neither fair nor practicable to 
finance lliem out of current mcomo. But moat local bodies 
in India have not boon observing this distinction between 
expenditure to be met out of current income and that to 
Iw met out of hwnfl. Even in a progressive Frovince like 
Madras tim total debt outatandiiig agamst all urban muni- 
ripatitics and rural boards was only Ks. 2^![i'03 Lnidts at the 
end of tho year 1933-33, which works at less tlian 11 aniiaa 
per head of population. In England, which has about tlio 
same pojiulation os Madras, the outatandiiig debt in 111211-30 
was £L231’7 miilioiis, which is equivalent to al>out £311 
per head. A forward loan policy is tlieraforo necessary if 
local bodies are to become nioco serviceable to iho Public, 
it win also induce joual bodies to mako a fulhir use of their 
powers of taxation. 


IU 

Devdofiment of local revsDues, the main problem.— The 
ueniral problem in Tnrlitin local liuauco ut the present day 
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b the tUb^covwy of aiid hl&mui for iiGvelo|ung Hw 

roflOTiroea of tcK^frl bodies tihtiti timy may ho m iv fHMition 
to discharge ofFociively the fonciioiiia with which they ihto 
entrusted* The devices to bo adopted for thifl piir|W4ie ure 
partly administrative aod partly ftiiaoctai in t.liotr charn 
actor. But. hr a prelbninary to all of them a cluango in the 
[nontal attiiade of the people anil their roprftW'titativefl m 
[a^T>tir of iaiatioit c^antiul The primitive prejudiw 
against taxation by public authoriti^ iff a persistent obstaofu 
in ttie way of any progress, ^fho electorata fihuulil loam that 
UicTD lire circutasiances in a hioh social titility <mo lie l>otter 
promotcfi by public than by private expeudtture. Such a 
icss^ni finghti to be easier in tho field of local than tjf impcrijfcl 
ur proviiida! tajcat.Jon. as the beaefita accruing from ex- 
peiidiluic by local bodies are immediate and direct. That 
t bo present level of iccnl taxation b low* and that it slioukl 
bo coiusiderably raised ought, to heconie an article of tilth 
with the electorate. 

Olio important arlminbtrativo step tliat Jiaa to Ins taken 
is tlie reduction in t|ij> imiiilier of loi^al anthuritjos in rural 
In Eh^vitiees then? are ils many aa four antliori- 
tke at pos^nt^—a <lMrict Inmni^ taluk or sub-dktrict boards, 
mdonB and village niis ctMtea urniecesRory 

financial complications and bad^ to wasteful oxpendituro 
on cstablhshmcnts and goneml adniiiustration. intliau con- 
iHtig[u» require only two autlioritit^s—a dfetrict board to lie 
ill dnirgc of fumdiona which in the intcre^tJi of economy 
have to bo i;iiLrti&d ori on a largo scale and village panckai^Ji 
to look after the oiker {unctiona* The abolition of all mtor- 
tiicdiaiy^ awtlioritiea and the univeiRoJ organisation of village 
fQncJtnynh will enable a betUir utlhsatioii of tocai rovenuea. 

Tho faiiuro to rec^ogmse the importfixii.'O of the vUlago in 
tho public economy of India has been a eonree of much 
liann. Tlie Sotting up of a panclm^at in overj vilinge vriU 
stoiigthon tiio wllluignoss of tho inhabitants to tax them- 
8ol\'vs (Hid will also help in the r&vival of many traditlciual 
fonus of taxation which liavo fallen into diffuse. Tbflfo oro 
at present Izundrodni of villagos which Iiavo been pajong a 
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lucal for tho last sixty aiid but which 

<Id Dot Imve a rixid or a school or n weil m tlioir iieiglibonr- 
kwd. To create onthimhisiu for taxaticm under such cir- 
cmm^tancct^ is m impossibility. Tho organisstjon of p(in- 
ckiiyfils will give Che villagers an iii£^[tutL(k3i which will 
devote iti% attentioTi primarily to tlw wolfarQ of the villiigo. 
It CAD abo revive some of the ohler sourees of ccmomtial 
income and some forma of taxation like eoiLtributiiJOB in. 
tho shape of petwnal service, free cartage of uiuterials and 
payments in kind, Moroover a aumU jurifiilictTOD tike the 
villugCi will facilitato the obsessing find coUoction of Taxes 
like the profeesion-tax in regard to which a kmnvledge 
of h>cal details is of tlie greatest Importaneo^ 

TJie fioj^amtion of the political from the executive fnne* 
titXLs of local birtliea is anoily.'-r administrative reform 
required orgently. Elected lot^jd bodies and clLairuien cannot 
n»ist the pre^rare exei'cLsed on them by the olectorato and 
tiw more infltfenthtl eectiona of the people. WliUe ^««ch 
uiduence is not very inlnrious in the formuUi ton of |K»hcy 
it IS bound to be harmfhl and mieohicvotiu in the flay- 
tonlav work of assessing and collcctiug taxes. At prceenl 
elected autJioritice ate made responsible for carrying out 
ilicae purely executive duties. Undcr-assesamont, hiiimo 
to revise aescwsitieiit afc frequent mterviils. and leaving a 
large portion of taxes uiioollectod luivo liocoma the ttocmol 
fealniixt of many mumcipalities and mml hoards* Experi¬ 
ence bts phown that wlmro the routine fiuBririal work b 
left in the hands of coramisaioricre atid execulive offioers 
enjoying perjnanflnco of tenure or of the membeni of tlio 
several provincial and im^ieria] civil pofvices^ assessment 
and coiloetion are dccidely better. It la therefore necessary 
that the Bnancial fuaclijiicry should bo entirely refonned 
cither by the uistltution of a local civil service in each 
Province or hy the provinciaiiaatioD of tlu^ hmuicla] ofEoers 
of local ImkIics. 

Afiioiig the improvemenis of adirecily financial character 
the liist place is tro lie giv-en to the need for the fulleel 
utilisation of all the exi^^ting puweia of taxation. Tltcre are 
immy authorities in every Province whose rates of taxation 
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stv far bcl<iw the stiitutery muxima fiMJcl hy Provindal 
Covtimmcnts. Moreover tuniij local authorHiea do rot eare 
to ktvv Bome tasoa at all, Thie ap;)Ues to taxes on profoasiona 
and trades and to IIumb on cirtiiiitiflliant'ea and property, 
Wliero tecouret! Lb taken to tliem thcj' ore levied at dlfTeient 
ratee by different local IkhIkb* Tho li-itet djaparity tliat now 
existe between tmo neighlwuriiig area and anollior in the 
matter of the jncidonce of taxation iier heail of pojiuldtion 
ilhist rates the failure of local autlioritica to utilise tiieir 
f jmtnftial pon'ors to thp fnU, o^'en though the disparity may 
in flonto eases be due to diSetoiees in the wcHilth and mcoiue 
of the people wneeriifid. 

It is eometimea suggested that an addition should !» made 
to the tiuinljcr of taxe* that local IkkUcs are permitted tn 
levy. TImre is not ninch need for this in urhnn areas as thora 
is already a provision fi>r a variety of taxes in them. 'What 
is more neccaiiaTy in their ease is oithcr the telJM^val of 
statutory limits to tlw rates of taxation or at least the raising 
of those limits. In rural areas the only important tax at 
pn«flnt is the land cess. It requires to be tiupplemented hy a 
t«x on professions and trades in nil those Provincos where 
it is not at prcaont porjnilteiL A adiolesome course vfill 
bo to have a univcraal system of villago panchai/ala and 
empowTr tliem—as is llio caw in Madras and to some oxtont in 
Bombay—^to levy ony tax suited to tlio toeality with the pre* 
viouB sanction of the Ftovindal Covemmcnl or tim district 
board. This will be more tioxihle than (pving them tho power 
to levy particular taxes like a niorriago taxor a tax on transfer 
of ]o(^] property. For it is not easy to draw up a list of 
Im'jtl taxes appropriate to small territorial jurisdiertions. 
With the rapid grfiwth in the meaiut of commumoafion it ia 
Incoming increnaingJy difficult to localise the eottree of a 
man's income, which, after all, is the measure of his ability 
to pay ta.xes. In most ooimtriee the Icndeney hiw tieen ttiwords 
the cenlralisatioti of taxntioH and increasing provincial 
grunts to tociil botiiea. Ifecetittalisation is possible only in 
the held of expenditure,' 

TJie suggeatioii put forward that local bodies shouhl get 
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a «hiue of the pmrin^iiaj or of i^oino otlier jiroviticiiil 

tn^ is also not holpful^ Experi^toft of thin t43^ieni in oth^f 
counirtt^ has ^^hciwn that tlicro is no gimr&ntoe under it 
that lomi autlioriticfi will get a contiiiuoiiflly inctwsiog 
revenue to moot thcnr growring c3q)0n<liSiurBffp It is better 
that any lielp oUtamed from TVovincLaJ GoTemmenta 
awuQioa tlio form of grants frcini gi^era! revenues wiihout 
reforence to the jiiwsodfl from any particuliu' tax. 

In almost all other coimtriea of the wortd it in tltw loeat 
and not the Ptorinoia! or the Imperial GoTemmeista that 
levy taxes on land. In India it is the Provinciail GovernniBiitH 
that tax it and enjoy the proceeds from it. It h this more than 
anything else that ia responsible for the of local 

iBsourofis. The Bolntion, Iheroforo. of the firmncial dlSciuUieH 
in whioh local authorities are at preseni. placed will ho «om- 
paratiTly easy if they are iKErmitted to lax land anti the 
PfOTin^jiat Govcrtmifinla give np their claim to it. But this 
b noil within thertalm of pmutiijal poUrimp an nunli a cxittrae 
would reatilt in the bankniptey of aim oat all Prcivinces, 
The compromiso meotnmended hy the Taxation Enquiry 
CoEnmittee^ that proviiicial tajcatiion on |land ehoxild he 
etandaTYliscd at 55 per cent of its rental value finstoad of 
the theoreticft] 50 percent of it) that local bodies bo authorbed 
to levy a ffinftbarge not ex<M^idiTig 25 per cent of wiiot b 
lahen by Provincial DovommentSt ax*d tlmt over anil above 
this Burohaigo ailditloiiid and f*j>ecial temporary mto3 for 
specific local pnrpo^s may lie imposed ap|ioaia to be the 
InmI iiltcmiitive. It may be tnaklenlally note^i that local 
bodies in India are not enterprising enough tii c^arry out 
special improvenients and collect, the expenditure on thciii 
hy tevytng apectal asaesaments on tho«c that are directly 
profited by sneh expenditure. There ia aleo no systemutie 
Attempt to tax the growing unearned inoome from land in 
iowiiB by means of duties on traufifer of property oa b 
ht^iog done, for iiistanco, in the Madraa Corporation. Reform 
in thma din 3 ctjoiis wii! improve the local reveitiies. 

Tlicro b also n strong curie for an incnearie in piovincUil 
granta. The functiuna dbohaiged by loea! bodies im of it 
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quAsi'imtie>iial ctL&mch^r and an ^idmticeciiejit of 

provincial contributiunji tlw more backward aroaa oajuiot 
be hrou^bL into line with the more p(rt^g™aiTe ones. While 
ifajs vievr is ttieorotically sound it may net bo easy to put 
it into piwtiee imksa Provmciat Covemmentfif adopt a 
{K)Ucy of retreiichmettt in other diroctiozis or impoec oddi* 
tieiiiil tuxes on the people. 

Ttio uiutertaking cf tonitinerativo eutcrpriBcs will be an¬ 
other source of Lnoomo to Jocol bodiea- There ia a large 
Geld for tine in respect of bim^servioes, eleotrioit-y isiippty* 
water-w'orks and land development. Their exploitation wiU 
not only being atlditional moomfs to looal authorities but 
wdll also result in a hetter type of sorvioe to the public. 

Improvementis in the directions auggested abovo wilJ 
inoreoac tlia ordltuwy reveniie of local bodiee. They will 
th^ bo in a pwition to adopt a more fmq|TC&&ive loan- 
[loticy and m^e ttioniflelvEe more useful to the couiitiy. 


OOAPTEa XSXIV 


HEl'ORM OF ’fAXATIOX 

Bic PudresaoB D. G. Karvb 

Principles of a sonnd t» system.—We beoii taught 
for n long wljitc that the caaon of taxation jsttr excclkvce 
Lh tfiftt of equality, facility oc ability. The ingenuity of 
auiUnj^ baa aullic^ to prove that all thcso varmut mode^ 
of eicpivssiiig the maiu priiiqiple of floutui taxation h^ad 
to the concluddon tliat a prugres«iv€ ayatem of Uvxaikm 
admiubtcrud with the iic<?easaiy caution, in a way not 
to jeoi^rdbie the life of the gowe laying tlie gokknv 
or the eiivcf egg^ b tbo ideal to be aimed at by all 
leepeciabtu tax syetecoH. In a few coimtxioe, where economic 
progrei^ nntl political demoaracy have rcgisteied a etcady 
advanwH, tlie enda of Bfuoh progressive taxation have 
for the most part been reaiisJEKL In u conotry with back^ 
ward and unpixsgr^ivo eoononuc life the oompJox and 
elaborate iriatrn incuts of cilrccrt taxation have been foimd 
til Iw particttlarlj'^ inapplicable. The nature ivf the 
taxing authority l\m alBO been found to txdiucnoc the 
tax fiyitom m a very vital waji not oontGRipInte^l in the 
sintpLo onuncLatiaxi of thi^ orthodox doctrines of sound 
bnaiioe^ 

PractioEil cxpeiience of the working of dnaiicia! Bystoma 
lias suggested that besides the prinuiiilo of equality^ wljieh 
BiippUds a fair technique of the distribution of public butdons 
in on ideal State ^ thero arc two other viUl eory;iderflpfcioris 
in respect of which Uie actual w^nrking of tax systems varies 
rouiiiderttbly, Ln tlie first place, os noted above, the nature 
of imlitkal nuthcirity hm a very noticeable infitieuoo on 
the struotnre of both the mvcmie and the expenditure sidea* 
As a eetebmtcd Italian anthor. Antonio De Viti* putif it, all 
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syBtenia of toxatbn prcTalffat in restrictive politicoJ Oovcra- 
menlu have a tendenoy to work in practitre an monofio^ 
conducted to the odvanti^ of the holdcra of political 
auttiority at the cwrt of thceo who ara excluded Ewin a 
filuire m the ooutrol of tho tax system. On tJie other liainl 
demoeratip Govonunents tend to Love more competitive or 
equolitaruui fiscal arrangomenta. so that the lumens wid 
nctvuitagee oroated hy the tas eystem are more pioporticwi* 
atcly dintpibuted. 

The purposes for which tlie Stale raises iU income have 
also » very close bearing upon the final eSecte trf the varkrus 
nujthods of taxation. Not only the elementary cauon of 
eeoiioiuv but other more positive canons of praotiool 
guuianee aro now oonsidetod to be necessary mgrc<fenta 
of a sound ami well balanced acLfiiuo of public expenditure. 
With reference to tbc obiecta of public expenditure, a thrw- 
fold olassifiisatioti can be effeeted. That ©xpeneUtuie which 
results in only maintaining Uio frruiiew'ork of government 
inobiding the tax-collecting dfijiartnumts, general Gulminis- 
tration, poLoing and jimtiee, is clearly of a preservativn 
oharacter. It only maintains intact tho social order that 
it is the priniaTy function of every State to aapport. Si- 
pendituro that aims at improving either directly or bidireotiy 
the tone, and in the wider senso the productivity, of tho 
comiuimity as a whole may be justly called developniETital 
anil piroductivo expenditure. Not only civil works, but 
also crbicatioii, agricultural and iiuluatrial assietanoe, medical 
and hygienic servioea fall iu Ibis class- Besides this expen¬ 
diture which has the iutereate of the Qommunity os a wliolo for 
its ohjpotive, there b* a class of public expenditure which 
aims at realising some a«oej»ted standard of relative eqtinllty 
in the distribution of wealth. 

Even in intonsely rapitalistii- ctmntrira a toning down 
of the provailiug iiioQualitiefl of wealth and the use of the 
lax system as a legit,imato instrement of sodal policy are 
now among tho accepted common places of (Lnanco. Tho 
minimum tliat the poorer classes in these countries expect 
ia that in the mivnntnges created by public expenditure 
tlmy sltould enjoy a ahare proport iojiate ie> thek contri- 
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butioii to th& o^cchoqucr. In f&ct^ hy a 

«to 0 ply progressive i$.% system a. Inrge nimac of tlie income 
floicj the wealth of tlio richer cUsaes jj diverted to the Slate 
and ia used to ndd to the amoiiiliofi of tiie i>ourer seciiona. 
The cxteat of Lhie redintributivc aspect of pnbUe 
in eucli country, of couiWp depciida upon the fiegiw of 
industaiftlisatiaTt aud of iho reaSisatJon of a demoLrutio 
ccmsciousnesft. A soimd tax system raiist now bo juflged, 
Lliorefoiei not only with reforenco to the obwvam^ or 
otherwise of tho eanoti of equality, but ateo with referonce 
to its monopolifitiic or eqimlitarmu tendencies^ its merely 
prcsorviitive or devolopmentai exponditure, and its sociiilly 
iiidiffcrent or rodifitributiv® purptM^, 

Predominanoe o! prefiervative public expenditure. —The ob- 
of piJblit exp^niditiire in Lidia are pftjdoiniitiuitly 
preservative. Siiico the iniiuguratidm of tlie era of re- 
(ipc™iblo government in 1921 the amount and the pro¬ 
portion of wimt might bo tcrmod developmental expenditure 
nre eortainly on the increa^se. eapocially in the 
But oven now the priop€>rtion of suclt evjienditure is very 
siuall and there is a complete ahseuee of redistributive or 
aodal expenditure^ On llio basis of tlio budgelefl figures for 
I !iJ3d-H7 tho projKirtioiiB of prewirvattviB and devolopmcntal 
expenditure in tlic Central and Provincial Goventmenta 
might, be pul down at aliout ^i0 and 20 per o«nl. re^pe^jti vely. 
With the excoption of a few grenlfi to o<]u national liodics 
like tbo Benaroa Hindu and tho Aligarh Cuiversitios, to 
oentral reneiirch organiBations like the Agricultural Resoarcli 
Council and to tho Provinoes for rural doveiupment, almost 
the entire central expenditure wm of a preservative ohafacreT.L 
In t.he Provinces civil works, eduoaticit, medical rohef and 
pufahe health, agriculture and indufitry are attracting more 
expenditure to thoiiuwlvee, though amoe the difficulties 
consequent upon the sudden fall in revonuea caused by tlie 
great deprufisioa commonce<l the develop montai services 
liftve Huffqiud ctinaidcrebly. The following tablo will givo 
a rough idea of the distrihution of exjionditujo among tim 
tiiroo dassce of objoctives in Indian 
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46^ ECONOUnc PHOBLEilS OF SJODERS INfllA 

Vital naed fOf Economy.—It must be udmittwl that the total 
expeuditufo in India wlativcly to the size and population of 
the cMinntrj' Ls very suttidl and henco the proportion of priinnrv 
Bsjicndilure is be anil to bo rdalively higher, Tho small 
amonntof eipenditure irt in turn duo to the limited tasable 
enpfMiity of the people, llie nation tm a whole ie vrsry poor, 
tite immber of ridi portfonii mid the siste of tlieir forttmes 
com paring very irnfavonmhly with tho t.'tjrrcsiioiiding claoBca 
in more industrialised cotmiTies. In view of the ahtioliite 
paucity of public rcsourcca hi Lidia it is an obiious ctm- 
eluaion that economy in tho trneuente of the aT>rd sUontet bo 
t!ic wBtdiwonl of our oxpoDdilttiie, In fact, however, BO'oral 
fundamental facts of our political ilfo olortruct tiie natural 
application of the canon of economy to our public oxpontliiure. 

Let U8 take tlio B'Mile of flalariefi of Bujicrior civil and 
military services in India, Tiie principle which for over a 
century and a half has governed tlieoe tMtlariw may be stated 
os follows: to pay to a euperior sarvunt ns much aaltiry 
as will induce tJie t>cst Rritish reemit to come out to Indiai 
will luslp liJiu to live in comfort and dignity luid to retire 
with wlmt must bo cousiilorod from the Indian standjioint 
a fortune. In iJie bad old days when the communications 
ln'tween England and In<Ua wx;i» both risky and imcontfort* 
able, and wIidh the conditions of life in India wore eom- 
patatiroly liarder, the inducement Iiad to bo really high. 
Tho tmdiitions of ptivato tnuling and other ilJegal gratifi- 
oations which hod been liequoathcd to the statutory civil 
service by tho East India Oooipany’s cadets liad aliw> to b« 
countemetod by a substantial scale of rcgnlor payment. 
AH these factors iuive now ciiaiigcd completely and ihere 
is uo reason wlmt&ocvor why the sciilo of saloriefi should 
tint lie adjusted to tho prevading rates of payment for 
BimilBT talent etuployed in iiim-officiiil puisuils iw India. 

In thin rcis|)cct iliere is a primary conaidecatlon which 
is purely political in cimractcr. Must we oontinno to revndt 
u ccFTtain percentage of British servatita, and if so, ahoidd 
the scale of payrnenta to Indian metulwfs of a superior 
service be the same as that of Britiali members I At any 
rale for the civil services immediately, and for tho military 
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in a sfiort e|i<M:ific period, recruit raent of foroigii 
penu)unel oiigiit be rendered unneM^ssary* if tho euitabiiii-y 
of personnel is the only condilemtion. But the pace of 
ludiaiiisation of the superior servioea, t.lieir compcjsitioD and 
payment are mattoia wtUdi aw beyond tke control of the 
Indian Legifll&ture^. The Indhni tnembera of tho Jtuperior 
Bondteft aro certainly the equals of their BritiKh oolleaguDa 
in point of talent and devotion^ and hence llmt (^laiin t>o 
equality can Imnilj be re^wied. AH the luniie, umler tlw> 
new puliticai disponHatioUt wherein a spirit of riorviflO rather 
tlmn a mere prufeBaional loyalty might more naturally 
characterise the Indian Buperior liorviinti?, a differentiation 
in salaries might appear to he leaa iria|>prop]iate. As the 
salarieB and allowaneeB of ministers theinselvea are buing 
ilrantically reducetl a new outlook on ilia salaries of offichUa 
might now l>e practicalJy effective^ 

With our limited puhilo reBour^'eA and with tlir prerAiling 
low ftcalo of earnings in the country wo ought to |iay our 
publte servants a tmlary whidi be no moi'e than that 
neraBBary to attract and keep men of the tecpiisite cfompe- 
tence and integrity. The pmient of paymciiite (legiimiiig 
at 350 R^. per month and ending in the normal 

course at about 2»000 Hb. excluding Bebetion posts and 
allowances, is too for out of keeping with Indian stanilanlgi 
Ail Lciitiu] ftulary of about 200 rising up to 500 Rs,^ with 
neccBHary allowances* might to suflice to draw and keep 
ellicrienL and dcvot-wl envployece in the service of the Static 
If the conii^etitive effect tliat the Luordinately Idgli hcuIcs 
f>f GoTemment saiories aru having on some nori-Cjovemment 
lobs is Viitlidrawii iheie te every ica^n to believe that tlie 
doss of persons from wdii>in the aujairior services lire Ijelng 
rocniittHl in India to-day will not <^uaider the now scales 
of |iay urnttractive, 

BbcMnery of Oovenmu^it —In iha military sorvicos thn 
cmploymoniof British trooiie in India and tlin predoinifianily 
nuti-Indian coni|aHiitinn of the officers' rauka are iiiatteni 
governed by fHjtittcal |ioltcy% Admittedly the ecunumic Um6 
directly cinised by tliia iKilioy is Ter3' great, and olietrutts tlie 
appliearioTi of the fnndamcmtel law' of ocorMJtny to our public 
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expewlUuro. With to the organis*ii«ti of Ottf aptem of 

Adminfetriiticu the wbolesftle intrwlttclioii of elalwmto aud 
coetlv English moiblfl hae been ft diwsUjr. at »iiy raw 
fiiuuicifllly. Whether in constniethin or in organMation anrt 
atftffinii must keei> the InOiftn necila and eapacitiee con- 

aianUvmmind, Tlie functions of modern (lorammonteare ™ 

ejtOMivo that iome degree of «nt«liKaUou and daboration 
ia inDvitable. But the ruling huis of Indian u^u^tra. 
tion ought to foe towards decentralifiatbn and aunpliei^v* 
A hwftking up of divisional comroiMionershipfl and 
decuntrftlhation of funtftionfl so aa t* make Vo<!d auUmnt^ 
such n^^ Tiilage. district and mu aid pal bwliM cfTettivu 
instrumunls of govemmeDt, and not moiuly BP^udmg 
commiiteea as ni present, will gu a long way m mdiftting 
til* new Orientation in our poiitiod etnictuio and iteeconomio 
costs. This ie a matter whieh migiit attract the attention of the 
now respojiBible provinoial adminiAtratloiui at an early date. 


Tsi balden on the poor.— Bi^irtes 1 wing exorbitant oud 
wiunteful Indian public expofiditnieiB idsu unpistly flisiribiiteii 
atiiong the several desses of the oommunity, By moans of 
hidi ujibrie* and allowanceft the foreign and Indian i»fi>onncl 
of HUtK^rior civil aiul mQitary eervices get a fust sham m it- 
Other expenditure also is «i organised as indirectly W con¬ 
tribute to the amenitie* of the superior Boryaiit* and their 
deponrtante. Take os an iaEtanoe liie efttablisliment of med¬ 
ical services in district places and ilie utter neglect of the 
emintn'sido in this logard. Most of the Iwneai'ent 

tte Govemmpiii m ludiu urigiu^?' fttarted ba 
aids to the European population and their depflndanta. 
In ixjurac of time a» the urban educated dass Iwcaine more 
and fiiore vocal thew services were extended so aa to reach 
them in Honie meoBure. But the poorer and rum! classes 
of tlie community who lioar the principal huirien of taxation 
iiave nlways got a very small Hltaro of these aorviecs. Not 
oiilv is there no tedistributioiial exjKmdUnre in Imlia. on 
liuQs of Bunilar ex]*enditure in otlier ctiuntries* such a» poor 
relief ualional inBuranee and elRcjont medical and ethica* 
tionai services, but it is a plain fact that such redistributicm 
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tLA Ulo tOiX dom brmg About in India is in favour of 

tlm riuher TJm eonfttitutee & double vttmig, as the 

of taxAtiqn AUil of expenditiirq are bolk 
The tablq oTTorleflf witJ givis a miighi itioa as to how mnuh 
w Imng tnkrrt from the potirer *!eetion& of the population 
and hoTT much is being spent on thera . 

Bnral wros Urban. —Even it« a rough indication of the 
rligtribution of tlie a<hiiiitnge^ and dmdvantngt^ of pubJIo 
limiiicD among the rich and the poor tluD table and t he figiuee 
lire eloquent. A further nnalymet of our priueipat stvuroea of 
revenue and the disposal of c^^ienduhle fundfi mil show that 
A very suiaiJ jiari of the biter is spent in tlie rur^I areafl 
wliile n Jarge part ofilie former b oolbeted therein Apart front 
the very pressing need of economy and reorgaiibadon in our 
vy^em of exx)ondTturD, notliing m nmn^ intal to in)p4trtiiig 
health and justice to the whole sehenae of finance than follow¬ 
ing a doliberate policy of sisending more mid more for the 
pofiT man aiul for the ^dltager. Tlje improvement of sanitary 
nnd medical ^rvices in rural areas, the spread of general 
and profossjoniil knowledge which will lielp the poor to Imlp 
Ihemnoive^ by bocoining more efficieiit picniucefs, iha 
inipmvoiiieni of agrieiiltuto by all kinds of filate-iUrectoii 
md enbmdised ftchemes, with ‘ttbicb tlie recent bistory of 
ovou itidiistria] countries almuuils, the jutToduciion of a 
Tigorous campaign for better bousing atnong the factory 
labourere, and the uiltiation of some flohemea of national 
jnsuranec siich ns sickness and unemployuiDnt benefit iinder 
Huitable c<imlitiojts, are ebanneJs tlirotigh wiiich the mioveii 
btilance of our public oxi^enditure can 1>e redressed. Part 
of this proposed additiojial expenditure can no doubt 
Ise finarncod by money's saved by rotrenclLmeni and re- 
oi^atilsation. If pulitical and constitntioniil difficulties 
pKJVe too strong for t!ua badly noiwled course of reorganba- 
tioii and remudutkent, added sourecs of re^-onuc^ innst bo 
diflcovercfl. Portunateiy it m happens that the other end 
of the tax system also neeijs to l>e redn^^ssed by making tlie 
rich and iho niiddJe-dassce bear t lieir propculrionata burden. 
In the Ti]Danwhile tite IVavinciat Ciovcriiments may woIJ set 
up Coiiimittccs on l^ildio Exf>ciiihtiu:e to find out wliai can 
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be dono to ina.k(; tbb «3:ciHtitig ixiAourooa go a longer urny 
towardB promoting tlio wolforo of tiie taxpaym tluui Uity 
al piyaotil lirt, 

Tazatton ol mcom#,— Xo tax aystem in tlie world 10 perfoet, 
hot the Indian variety of it luus merre than ita normal sliare 
of blenmhea. Xhat eotue of tliaae are the miteotoe of ilio 
eomjVLratively undo vela iiaturo of tlie nation's economv 
is undoubted. Xho general jiaucity of reaourcos^ the laigo 
proporttDii of primary to total expenditum ami tJie 
nndevolopcul system of direct taxation are itwtancc* in 
point. At any rate it can be aatd with some assurance 
tlait the liuidiimi of taxation in Imlia, witli the exception 
(if the land revennei do not Irear Iteavily upon production, 
'I’tic pihii t^f the iuctime tax is by no means vary high, 
arid tint ateepnesa of the scale of progreuaioii liaa often l>een 
mtictAed ne iwing too low. TIio niinimuni limit of taxable 
tiKxiiJie, Umt of S.dOtiKs., is very iiJgh considering i:bn general 
level of Indian incomes, it is {lerliajHi true lliat tlic asse&mcnt 
and coUaettea of tncomo tax from a large number of sniaH 
oesesscoe Is more trouhlasome than tlio yield would justily. 
Perliape the avenues of cxneion are ai^ liable to inemuio 
as the Icrvcl of incomes is tedu<X'<l. But it is a fact of general 
observation on which tuoat uuinireni into the subject have 
cunnuetitcd, tlmt the non-agriculLural middle (Jassee, the 
petty btisineea and professional men, escape their ibig Hliant of 
direci laxatioii. If it Is considered tliat smaller inconias oro 
not suitable objects of an elnlxjrato income tax, tlie tax 
on. professions should bo introduced in the PrYivincee at an 
emly date, For moat businesses and profesaions tlm iwuijig 
of a Uecnco ahotiid bo made obligatory. This will mubr a 
Ijettcr regulation of profeesiuna fciiaible, and if an elemant of 
prognesiinii is introduced in tlio licence foes a very neceftsaiy 
tax reform will bo effected. For the coniparaiivelv liiggijr 
liusuioss hnuaee a turnover tax should bo levied in addition. 

As it is, the income tax titmnot bo ttaid to be so stiff us 
to diweiungB pruduciiun. In fact nut only do the rates 
ro(}uiFO an overhaul for stoepenuig tluj progreasion of iuter^ 
mectiste inconies, but such known nietluHla of ei'anion as 

J1 
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diffcienttation MW*" tlu. incomo irf tl« 
r.C Govmimont of Mi.. 

I Wti ftd^ntod bv the Gkivemnient fuid by the Logiflui 

tel i, . mottw now rtetin* wi* ‘Lj 
tehot.un«l minimon. Itaii of U|»bIo .noo^ S. JSilM 
.IrtiATi this test n»f>re iiflefully apply t« 
pw>viBce8 than to tlie niyfiiue« ones. Ev®n ™ ^ 

Province, it to only Ui the iJcnDOnenity settled ^ 

Sv torge biconnee, not ptoi»riy taxed 

Z i;e foLh The togalistb diflhmlttoa 

r,rnDo.al to tax the income of the great 2 a»n« te™ liaxo 

prOpov ^ .^-oklji mriutW b&tUkUHO til® HcitiBb 

.rr;S' 

nndo what a fonnw OovetnDr-t-cncral lu»d ilouc 1™^ 
poUttoal a» well a» » financial purpose. ^ 

‘^The prorinctoltoation of agriculture mmn^ ^ 
ihe establtohmont of flspoJVubiUti* in 
rhwieed the whole i*rapeetivo of this prohtoiu. t>n ti^ « ® 
l^d the need for enhanood terenuee to ve^ 

TS'JILrrnd'Kr^ pHvUe*« o- n «>">!«■■ 

» »~or.gi»e “> tlo.* . «“ 

^^hited in Bengal to inquire into the whole prehto. legal 
arnTfinanctol. hy the permanent land “tilomcut 

In due coutuu. and '^'ith the neressary preoretioiiu ua to 
Iluj^dtud liquidation of vested intomam not m\y the 
appUration of in income tax to agrioultvirol meomre but 
l£S^ virtual withdrawal of pommimnt f 
fcrring wide Tights of taxation of land upon }»^- 

,v^Jnive to he effected. Tlw ineomre of agrienltmal 

mediarire, winch are in the nature of money joud hy tl^ 
cultivator fur a purely fimrtionlees propactowhip. must ^ 
eubtoct to a greater taxation than they at pr^nt hear, 
a nieoHuru of ftocal and aocial justice which ought 
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be tjvkim up nt nti v^rly date nut ojiJy La ih^ pumianently 
but in lUi ProTinocs. 

tite liquor exeisCf wbich is Euppoied to not ne a 
check OB oomuniptioti but ia pmctice fails to do so. und 
the salt excise, which is a revenue loonopoly of the (h^vem- 
luont of IjtdLa> the other exci^ fovenimfl am match oxcbe, 
sugar exoiae, the tax on kerosene and motor spirit, and ilm 
excise on ingote. The producing intemeia liare in all 
tiu?se cases rah^d a ptote^ agamat tlu^ excises and there 
is A oonstderahJe amount of uninformed sympathy ex[ife£sed 
with tJuB proteat by people who suspect in tiu^ taxes n 
veiled opposition to Indian mdu^tmlWtiaii on the part of 
the present Govemmont of India. Evideuoe of prodaotiorit 
consumption and prices, however, fails to justify any snob 
feeihig. Undoubtedly a pirt of these excises guts spread 
over tile flonsumers. e^peciidiy on the jioopcr cliijaeft who 
have to i;ay a more tJiaii proportionate aham of the total 
yield. But neither total production nor nonnal pit^ftta in 
any of the indiistrie? conormefl have been advoraely aifecled. 
Whorpyer, tm in the case of sugar and matdicSp the articles 
nre tlic products of a protcoted industry ilie height of the 
tariff haa been aa to take account of the excise^ 

Tlib consumers have some ji^tlfii^ntion for gTnrubliug against 
these excises, but the produce!^ have hardly any. The total 
yield of the sevorai duties a^ estimated for 1030-37 

w'cife as follows:— 


lUm 

Crm* S*. 

Elxid*? on M«tcbt^ 

. £10 


. I'M 


. S-OD 

,, ,, M^torqxirll . 

. e^nn 

1 , „ iiigotft . 

. 34 


. 13 


Not only are the above excises not restrictive hut there 
is reason to boiJovo that tiio gciwral tevenue tariff, wluoli in 
must ifl now at 25 per cent ad tufomit. i* having n 

protective effect in unsuApected quartern. A npcci&l inquiry 
into the whole working of the linlian tariff b now oppar- 
tune. Not ordy the mothoij^ of discrimuiatitig protection 
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but tlu»e of indi&eriinujftt* reventiB tarifis pfcqiuit to be 
ittiiuired into, witU a view to luaUing delibeiutc urotoetinn 
more adequate and aecure tJian at iirosoiit and »l 

the aanuj lire© dre^g to the puhlio treauur)’ by mcaiB of 
oxoiae the j^xt of pr^uoew' eamittga which is created by 
the Ugh reveaiic tariff. 

The System ol land laxatioiu— The Ux that really preesea on 
nmductkinin India is the^Luud tax. Even liere the eirict theory 
of the knil tax is tliat it La a tax on rental value, ^d thus tfl 
not in any way a burden on the oultivater. Even in the ilnya 
of Lord Curxon the declared polity of Govemiiient was not to 
take more than imlf of tlw rental value of land. Sinoe the 
daysofLctdCunton the proportion of llit land tax to rental 
liaa in practice varied, due moirtly te ptioo fluctuations. 
But the theorctifial limit olau has been lov-Tired from 50 
to 40 in some Provincea, and an actually lower limit b by 
no means rare. The real souroo of bat^Wiip arisea Srelly 
from the great practical difficulty of deciding uiwn the 
amount of rout, and secondly from the undiffereutiatwl 
gmd generally unprofitnbb nature of the cultivator’s busuicss. 
In most area* wlwre a periodical reviaion of the revenue 
settlement la matle rental values havie to be estitnated. In 
doing 6i> the prooeflure is based upon the empirical oliren. a- 
tion of prevailing rentnla, land valuea, priw tihangee, 
improvement in |>opnlalion and tTa]is[)ort, and smu^r 
filotorw. Xo m nindo to bast tlie stjttlenientr |jrimaruy 

upon tlic producer’s surplus which ought to be tlie teal 
measure of rent in this connection. 

At find Bight it might appear that nothing b mow nnlural 
than to take the prevailing rental and sale stotistiw as tluj 
of eetmiftted. rente in ft given As ft ntutter of 

fiiiot, hnwevRT, (Jiia pjwsLKliift: ifl Tifcialed by fact™ 

peculiar to Indian economy* I'rnilitionully the po&sessioii 
of land anil ibo botincis* of inrmmg have fteqwmsd in IncUft 
nil exocptloiiftUy tdgh vuluc^ which not jimtiiicd frotn 
ihe purely ecoJioniio or prodnelive fiUndiioiiit. \^ hftt the 
Uiitl tftX tit IiJtiiiig h the nai produtt of limd. and not 
iho dimptuary Of eocin-l value that people are prepared 
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pay for itp posBo^^iott- In iht scconrt pkee Ihe owratocking 
of rtjrricnltiire aijd the large dcTiiand for the posgeOTon of 
land result in an enluanoemofit of cjorttraotnal tliough 

an aiia]yfts& tiito the cogta of the agricxdtural biiflineas ^oidd 
show' the relative abi^niN> of a surplus. Inquiriofi into the 
acoomita of fanning in sevoxal areas Iiavo proved oonolii- 
sively that the capital invented in agridulhm: dom not 
cam the nstnm win all it ear™ in otiior htwlnoaseap even 
wlien allowanw ifl niiide For the ftcmparatively secure 
nature of the former. Tlic e&mmga of labour employed on 
land cultivated by the labourer himseLf are often inwer 
than similar bbour employed on hire. 

Tliifl paradox between imremunerative ngriculture and 
high rents isi obviouflly the result of the rolativo scuireity 
of bud. But when it Oomoa to tasetng gearcity rents, w'hich 
are* at loaflt in a rof/fiUmri tract, nimely conceptual penlSp 
regard must lie hml in some measure at any rate to tlie 
taxable capacity of Uie payer. In this reapect an analysb 
of the sharee in the national dividend ba^^d on purely 
thooreticat grounds muy not* fuir! in fact does not< coiuciile 
witii facts. The shares of bud* capital anri lafxjur* not 
te mention onterpriso^ coiistitutR a composite total for a 
largo portion of tho Indian peasantry, and any tax which 
\s iheoreticEdly levied on any one of these factotH tends to 
fall on tli 0 t^t. Caro must* therefore, Ite taken to see that 
an already utircmunerative industry is not rendered furtluK^ 
unattmetive te the in vestment of capitel and enterprise 
by II too heavy taxation. 

It is* indecil. necessary to see that trusting too exclusively 
to the concept of rent ag imeamcd incume we do not really 
levy a toll on the pofir earnings of agricnltiiral bbonr^ 
Equally w^ll tlie theory of taxable capacity cannot in tte 
crude form l>e applied to tlie Indian land tax* at lengt for 
two gound reasons. In tlio first pbi:?c, the scarcity rents, 
where tliey are jjaid* arc definitely an outcome of social 
forces and their comparatively fitiff taxation in justified as 
mucli ou financial as on social gmerneb It must be gtiggeflicfl 
hi this ooimectian tlint 4 difTeTentiatinn of revenue demand 
os between land cultivated by the owner himself and that 
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htrtMl 0ut oji k?A4«e w & jiafctiitmtile and feuAibltf rtiform^ 

A tiULtulanl rrttcr fixed ^ a. aiiroJmrgo should t>fl eollceied 
frotn lemdiioklin^ who Jiuve leased out theUr land. The 
d£t4uU of thie refaj-jii will tiavo to tw so worked out iw to 
luimjnise the prospects of a tranafer of the burdeti to the 
oiUtivator and of the diBoourugoment of gi^tmuD inveetmeut 
of ftapitaJ iu tlio agrieiiltui^ ioduatry, TLo priiicjjjl&t 
hoipt'cver^ of difFercntiatuig botweeii tlio buidoiia oil ownpf* 
oultiirateil and lenaat-milti^ated [and should be iintiiedi" 
ately accepted, 

In a i^Quntry hke loilm where the firizioipal inriustry of 
the pco]jli] h f^eulture it k tncvitahlo that a large pTu- 
portion of the liiirdenH of public expenditure Hhould fall 
upon tlio Rgrlcultiirifltft* irrespective of the nruducti\'iiiit*^?s> 
or oiJierwiAc of their tKicJujifttion. Where the whole of the 
uatioii'H ecumumic endeavuiir is rtlatiTtly unprcMiuctive all 
liio |M tpulatJon lias to stuire tJie biirtfens proportioimUsly 
to tlieir |ilaee iu itntioual economy* It la rpiite jic^iikbb 
ti) argue that the iioit^Hgrjouitijni] oomifiaticnw whieK are 
tmn- |m>iiuctive, or Itass uiipmduetive^ ahonlii beur a higher 
mto of lexatian. In applying thb cancui, however, cam 
niu^t exe^bed to see tliat entiaiii^eil tuJCHtjui] doc« iioi 
till the Irude altogether, in the sams way as land revennn 
tnnst bo so designed m not to p*iflh laud out of ctdlivAttoii. 
But the mvjv fact that a landholder does not pay liia way 
b DO iinoof of the absonec of taxable eapaoity. Taxabb 
eapAiiity may atiao out of a burpltis wliero eoonomio prodne- 
tion as a whofe results iii a national surplu^« But wlifiro tho 
wonomy b -oric only of want not of a surplus, taxable 
has to lie meastired by total produotioUi ntiktr 
than by bidividunl pmQt- 

As betxveen the aevorol hobiem of hwid It Ls only proper 
tliAt- the total burden shniild bo dbtributed in propcirtiDn 
to tho produotivitj’ of ea<ih huhling. Variuiia rlahurAte 
Mhomes of asoertiihiing the grw^ and the net ymld of lanJ 
are now oporailvo in Uu? Mo^t of them aalTef 

from two alntuat ineirilable draurlmclai Frouii espori-* 
or ub«enrutinfi#i in a my small numher of 
gcDiftalhiatitiiw «uui ttvetiiges Imve to be worked out fur the 
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wKoId ar&tL With tlio best of methods luid intentlot^ itt t he 

world this is a prOTodiLre tbiit mmi involve a oonsidemhb 

murgiii of orrori whifih is boujid to iiftrcbihlp- In the 
nbffeciii’v^ of any flysicinatic cuid roliabk? of funuiing 

Ibis Qcitlemtuili fttaif hua to cxciroiso in so inaiiy TCs@jw?otB 
wlii&i ammintfl to pciwonul tUsc’cetionh It w^oukt be moet 
Mirango if ill & revetm^tnii^iied staff tiiis discretion diii not 
UHna% err on the akle of cicoeaajTO tatiier tlirkii moderate 
deniund. The ilepciidenco of Indian fimnw on hied revenue 
b even now very great and wfiu srtty pniiiotinced in pre- 
wnr days. The buixknsonipiiess of the land tax in severol 
aroas lies ati^n out of an inherontly in±*fflcient sysient being 
adnimbten^ by parties who were the kaut ctimpuieni to 
«xen:uK? im indepmdcnt iudgeiiient> 

Anything Unit i^Luiplifiee and regnlarbefi the eetilemeni 
procedure is boiuid to prove a w^lootne reform. ^Flie placing 
of the w^liote of tlio land revenue pystem on a sttatutory 
bafllfi ia of cour?H? the step mid will tmrfeuhtodly 
taken by tlio new LcgiE^taturcs- Tho lowering of the mail' 
mum piteh niiiy alKo be attc’mpteid in a feiv eatfesH A more 
reform of proeedune is tho associutinij of the 
repfcflontativ^ of th*^ t^payr-ni with iho settloment ofljrerifi 
W'hili? tlto prucess of nettlemimt is going on Hn<l the pm- 
vifliun of an Imlepundiint trilmnal to liear appeftb for 
alli^ed oxceas. Even with nil tliose reforena* however^ tho 
land revenue aystem i* bound to renmin imperfecit un 
noeoiini of tlm inhcrejitly iijiofganwoil and improduotive 
trails of tnir rural odorKimy. Tho improvements in toohnlquo 
and tho etabareitcm of tirowduro are further ualmilatod to 
prove costly and vexatiotia- In viflW of lisftio defectfl of 
land revenue ofgmiiflatmn it may Ik? suggested that nfter 
A pridinuiiary inquiry in to the worst fsas^* of ^oesaiv* land 
revemie demand the present n^iiLlements shotild bo dcularecl 
to bo permanent. sabj<^ct to the follQW'iRg provisions. Th* 
money oquivatent of Lind revenuo should bear some corre- 
lation ki a baitje prine level and striking variations in the 
price level shutild be reilectod in tho money domwid on 
aeOQunI of revmiue. 

In case# of emerg™c:t^ it ishould bo possible for Iho 
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P»vta(iial Gavemnieiite t<i Icry surcharges on the ferenne 
ilfntftud and tliese should liwt only for on© year, so that the 
De^gifiktuiv has an opfiortimity evory tweSveJwontli to 
decide whether the extraonUnjay taxation U tiecesaary* 
Any normal taxation of Umd on tin* part of the Piovinttinl 
Governments sbould be wnfijicd to the b vying of an 
income tax applimbb to incomes above a preMrUnsI 
minimum. Except for emeiEtmcy surohargea and inDtuno 
tax on iugh agricuHnral incomes the Provincia] Govern- 
meiitsi should deny to theiiiBclvcs the riglit to las land any 
further (ban at the present lateSt which should be stftbLliecd. 
Local IXKlba Oko the pan^hayalt or union or foial' Ixiuids 
which are more directly re|ireeentative of the laiicihoIJom 
and trhii^h have a eltaer contact with tho conditions in the 
Fund areas should Iw empowered lo bvy a mlo on bud 
either on the basis of iin capital or rental value. Such a 
schomo of reform is calculated to make for economy i clasibity 
and justice. 

Taxes on oonunoditiGd and servioes.— With tho cxcept.inn c»f 
the income tax, w hieli is paid oxclttfitvely hy tlm rir lii and the 
higher middle classee. and tlie vustome dutiosi of width tJio 
rich can l»e said io bear at leant their duo sharo, aU the citlior 
important taxes in India have a tendency to lienr more Leovil.v 
on tho ptK>r than on tho rieli. Tlio tiee^l of growing revenue in 
a (;oiJnt 4 y of small iiiL'omcs and imorganisetl industry van la; 
met nmrH cadly by rtsortingto mdirect than Unliroct scmrecB 
of income, nie temptation to prefer tho losi obvious coui'iffi 
t)f taxing etnmuoditiffl ami servicca rather tlian ptoreons b* 
all tli« greater whon the taxing authurity ifl not poimlar 
in its composition, nor lias the strength of conviction tliat 
can arise only by a thorough identification of objouts Ifotwocn 
the taxing authority and the taxed. Tlte it.H«nt lustory of 
Indian finance is freely sprinklc/J with fresh wlditions to 
taxes on commodities and services. Tlic already regress! vo 
character of tbn tax sysiom has boen considereldy accont- 
uated by this development and iinlesa determined efforts 
are miule by the new Oovcminents to initiate measiireK of 
less indirect taxation and to lo-mpoosato ilio overtaxed 
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Kuntiotm of tlie comiintaiity l>y suitAltilo e5tpejidjtitEe on 
fniblb eervio«ft, the iotig^itftiwliiig of tke tar system 

Trill bo ^lerpoiuatwL 

Taxation km^d by tho Centtal Govemraont h nlroMly 
BO estenrive ilmt Miy irmh irapouitions. otoii ftir i^omc-ilvo 
or clovolopmOTital puriwseM, 4’iaii only bo tbo^ighi of in 
(wnuiet!tioii with Ike Provinccss. Out of T.k^ list of t-ax^ss 
wMvh iiudjer iho nou* riovcniinent of India Act at® to in? 

by ike Centnd Covcmineiil buL aro to bo duttrlbutod 
am ling the Ptovineco Fnit^ession (lutioa on iion-agriLutiural 
liroperty are ilie inosrt im|iort*nt, Cominc^eial siitmpa are 
already loriefl by tlie t^iitml Covemmentp tUougli Iko 
pmcowJ#! go til iIjj> Proriticc^i. Tennitial taxea aro m vexa- 
tioTiB that (.hoy cannot l>e t hought of except in cmrrgeodw. 
Tlti* HiJiH^ion duty b a on pro£)orty wfiioh m jiiatLtie<l 
bolK A6 ft moasnro of iaxationf twuftxiso it will correct tlio 
baJiiiico of bxtrdous in favour of the jioor^ and nbo aa an 
tufitruinont of a mllcl rrclislribution of wealth. The intro¬ 
duction of suck a tax in India wdlL how^ever, twj a very 
ljLr-rc!;fMJiin:g Bkip in legal and flmmcIuJ prixwlure. lnj[ioniint 
[KiUiiijat jMxrtie^^ who m course of time liopo to have the 
control of fiiuitiiio in tlieir liamL^ ought to dedare theuipelves 
on thh qiLEstion and to have tknir conrrclo profioeala 
canva».^d in ttus country before tlio measure is fuminlly 
adopto^L The gradiuitiein of ilii& tax accordirig both to tlui 
value of pio|*crty 4iud tlin degree of roUtionshlp would W 
ilcwirabUt. Rut iti view of tho systout of miiltjplo Blmrvrft 
pier^ulout in Jjidm, grailiiutjon accortJing to rclatioruihip of 
tlie iniujritor would ho vary dllhcult and compirulivtdy 
improiluutivo^ Uciico llm Jovj'hig of tlio ^iucccsssion duty 
should tuhe the tilrape nf lur eidaioB duty» eo that tin? outke 
of>l 4 ttu iniierited by a tuuliitiidu of heks is taxeil at the 
very eouTt:^- 

Incoroo tiis on non-ogiicultnml in comes > salt uud othur 
federal exebea and export duties l>elong to the category 
of eontridJy loviml incomes xvhiciL can tio nharod wtfcli tho 
l*rovijKos if tiho Cenlnil Govermnenl linds it possible to 
tlo fto, lu view of the fiinillened position of tlio Cautral 
(Jux^Tument thert^ is little prcejioei of an early exteueion 
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of llio Bynt^m of shujing aa H obtaliifi now* In fant iin 
ntldltion to ioottnl for itmiwpe, cm tew* nod 

even on cotton gootk, b by no mcAm imlikeiy aiid Tihcn 
it ponies about tlia profioeal to imitituto further ednwing 
^ith tlio l*r(.ivmces nmy become mon? practicable. In tbe 
meonivhib the policy nmlorlying the salt tasc ia Iikel3^ to 
1-0me m for iseven? criticbm imder the new constitution. 
If the now legblAlor^ do not allow theinsdvee to bo swupt 
away by a wave of fiOntimontiL] oppoaltiou, to an old but 
politically unpopular tajc, a mtional waj* tu lical with tius 
salt tax would bo so to acijnat it ae to afftabllii]i an aptinmm 
of per mpila consumption. If we the ligiiies for 

pet tuiwimplioii of aalL Iti India wlion tlie daty on 

salt liae varietl we sbali fold that a iigure of about a mpoe 
per rnaiind wuuld by no means be a heavy burdcTk Tiw 
objection to th^ salt tax ia not tliat it is a burden on the 
poor, because there are so many ottmm such as judiciii] 
stain w liich are even more onerous. It is only t he tendency 
to consume les^| aalt tlian nocesaary when its price riecft febai 
is dls({iuctijig. if the sidt tax is lowered sufliciently^ to 
stabilise the per €iipita ooiiBumptioii at tlw desired Rgnie^ 
Jt will remain as a tiaebil and eU-^iie source of public revenue 
lie iutenjilvely utilised in cuiergouciic^. The foiiuwjjig 
table of per capiUi eonsumptimi of eelt will bo found 
iutereetiug in this connection. 


Cm^fimptioa in fnttia 
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Anotlier ssouree of eenttaJ revemiB which valla for commen t 
is the ouaionis tariff, An [hdLscriminate revonuo or protec- 
live fariff is bound to cause obstructiori to uormal move- 
nients of trade and to come np against the law of deeteaaing 
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returns &oonflr or luter* Fuithor stUJi th# auof^'* of i% 
protective duty lk« m Ha oxtiiivtioii ua fv soiirco of rovenufij 
mim miinli aa it is designed to citeok imports and not to 
oniiaiK'O Stato income. It cannot, kowevorr argued fr^nu 
t his ohviotui truth that tho adoption of a policy of even eohor, 
that is diacriminatingi protection is bound ts> reduce tlio 
j iuld of the ouatoms vtiy nuirkedly. In fuet tbo aucoeaa 
of cUscrimiuating tarilfs would lie in an unhnneed jdeld front 
cuatoruB^ oxoises and iiieome tax. The developmenti of 
industry entails the use of many produoum^ and somi- 
prodacers" goods and protection acts ae an inoentiva to 
iuoreaecd imports in titb class. The ly^tAblishment of one 
nuijor iudu^tiy IcmIs tci that of many other allied one&r 
whieli alao import foreign materiak The geneml enhance¬ 
ment in pureluvdng power and in ike standard uf the praplo* 
caused )iy a iRscilmmftting protection, al^o raises thidr 
demand for a misccilaiieous asdiortmeut of gooda^ many of 
wbiek hftTo to be imported from abroad. Tlie experience 
with the Indian customs aince the introilaotion of a pulicy 
of riifioriminating protection has shown oonclusivoly 1-hat 
though individual items, cH|*ec[ally protective dutieti^ are 
Imble to a ilimin isfiing tendency and though in individual 
\-eara owing to factors afTeeting international trade m a 
whole the yield of the custoiUB is Ibiblo to akrink. ike 
definitely improve with an iniprovemenl in businesa con¬ 
ditions and in the hijandard of life of the people. Proteetiou 
must indeed bo dis^TtimLnatiiig. and the operation of eaeb 
individual item uf the tariff mnet be closely watched by the 
exports of the revenue board + In this connection a intini' 
elabijrate and if need bo a more specific citEjtqmii tariff 
bo til re venue and ppoteetive. timn the pit^-nt una may 
pnvve more appropriate* Rnt tljoFo ia certainly no incuru- 
imtlbility l>ct\vceii a pfilicy of disorlmitiating revenue and 
protective tariff on the one harnl and of an expanding 
omtottw reveiiufi on thr other. The fallowing figures lak<m 
from the finatioiol ey^tement of the Oovemment of India 
for the yc&F l03ti-37 will be uf interest in tkb cmmectioiu 
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Fidd for Etfcinn,—field for inimetli- 
file ni^ion is, of ooiirWr provided in the Prorinoe^, Herts 
next to land Peramio^ on llffdor 1a the TTioBti tnapcirtonl 

Koijrce of piibUo incojiio. Tite fcnwlitiona! policy ydth n^rd to 
thiM tax WAA ihat nlmoflt ail Provinoial Governments pro- 
fesiied to HUSO tJio tiummnm r^vmu.^ with the umiinnim of 
oonsumption. Of late there was a elaekening in the strict 
working out of tins poHajj. and Jiideec! in some quartern tLeie 
a riofinite tondern;y to r&Iso lugher reveniiB by Im- 
proring the fn^ilitieii of eonsumiitioiL Eec«ntly tlio* Con- 
gre^ hovincial Governments adopted a definite policy of 
prohibitien. in tilts respoefc tiie Ihtani^ier is at tlie niercv 
of the reformer and the legislator. If a siifliutonilv larga 
number of eteotom feel very strongly on this suhjeot and if 
their repms^ntatives in the Legislature and the Government 
feel thentsciyes to be suliioiently resonreeful and eflioiont to 
^fort^ prohibition them is notliing to stop them from Fegislat-^ 
mg fur tlio nbolitiDn of drink and with it the excise retnmnp. 
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Apart from tUe purely nionilist''s stand point., liowe-ver^ 
Icgtfib^top aud the aiiminidtrator must bear in mind the 
fitiantsiHl Impiioaitoni^ of tlieir ATncriQaii ox]>eneiic[a 

of a aimilar measure Jin^ pmved onee again ttmt kgialation 
an a meanuTv of ftwM aud moral reform m a weapon of 
ilmitod Utfefuinefsap anti that li can be used only an a ^fiipplo- 
ment to monLl pmpnganda among thorn o ho aii!^ primarily 
aSbeted by an ftril. in the abaenw of a afuceessful campaign 
of moral refonn among individuals and coinmiudiiea 
affbetod by the scuiallod drink evil, any legislative prohibi¬ 
tion will not only obviate a very iniportaut source of pm- 
Tinciid roveoufi but will definitely iniireasc the ooste of the 
adtmnisiration by I he necessity of nuiintamliig a very eogt ly 
preveuth-e and lu^liciog The opfiortunitie^ for illicit 

rtifitiUation in ladh^ are so groat that even a ixietly mul 
oflicient staff will not be able to ^ttamp out the niujar |ioriioii 
of illicit dintiilatjon. Tbo existenoti of a multitude of pm- 
vinebJ nnd state borders will eompUcate the difficuEtica 
still further. Unless^ therofore^ the wouid-bo prohJbitionbla 
cxertrise Buffident caution and exhibit the necessary amount 
of patienee there is every tlaiiger of the Govemmciita 
abulkbmg the excise revenuo witiiout really abolishing the 
drink evil. If, howover, some of the Provin(!iaI Gowmnumin 
do enter upon an intenKivo policy of prohibition the financial 
difficulties of the Provmcea W'iU l>e accentuated. Ah the 
p<j«$eil)!e ^souroeg of revemie such a^ an agriculittml income 
tax, succession duty with reference to agncullural property, 
occu|HitIona) taxes, entertainment taxes^ and oven poll 
taxc^ titay haTc to bo exploited. The^ w iU affeot all classes, 
and if the oommuuity as a whole b ^idhcioutly keen on tho 
abolition of tlie drink revenue they niusi Ije prepared to 
pay tlie priog. 

Local Finance. — The tiuancial difiicuJties of local tK>dicaliave 
m»t bitliorto attracted ttie atteTtiioii tliat they flcsorve. owing 
tuainly to the fact tiuit the Central and tlin Provincial Govern- 
mentis hare thcinseU^es been the centny of a goofl dt«i] of 
financial interest. Kceently thcTO has been a wlcomo 
tendency to mcrcssc the functions of the local boilics. Both 
for the sake of adniinlhtiiitivc convenience and for ttie greater 
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im^IiRHtion of tho principle of self-govsTTiiijeiit anJ tooat 
re^rpoijfdbiiity a fiirtlier extemiDn of thLa tendency h to 
(kvrmily dosired- Bufe the same ajitithc=#i& between 
expanding fkinctiom njid ^tationaiy or shrink mg i^renu^w 
oa waff nientioued in oomieoticFn with the PniVTnt'ra m to 
Ije noticed mth regard to the local hodieei, Thdi* Mnitvea 
of incoinL^ are m limited Uiat they rannot do ju^tEoe to any 
of thflir present Fiinctiotiap alone tfio m™ dtaJ 

and codtlj ftmetions tike policing atid Justice thAt may in 
roui^ of t.imo be delegated to thani« UnJeee the provincial 
reveniteft gatbor greater fimincmt atrength i;han at prceenti 
a policy of earmaj-kc^l grants to local bodjas Will not Iw? 
opiw>rt\me- All the eame, prognsss must be doliijeratoly 
gtiiilcii in tlifl fliiection of deoantTaliaing tlie exMUtion of 
fimidionB. Tliia will not only mako for local leapon^bility 
nnd politrcol training but also for eonbidemble economy, if 
tlift utilisation of local talentr on a part payment or honorary 
baffju, i» practised on a inneh larger scale than at present. 

BofoTo a I^ovinciftl Government launches any far- 
reaching njforni affect ing the roveiiuo or iho expenditure 
it must franio a comprehemive fichetuo of roc^rganisatioin 
and cKiiificquethtial chauge in tho Snonclal and otlminuiira^ 
Live sphores. Any pieoemcMil aertiou in the financial sphem 
is likely to make for Gnanciii] dLsoeter from which fteverai 
young domocfnebfl havu in the past suflbrof]. In any such 
acJu^nie of frnnndal and acimiubtrative reorganUatrun tim 
strangtheidng of tlw competence and reaoiLrces of locfil 
must occupy ait important ploce, Baisides the sourf^se 
of direct and indirrxrt revenues that tlio local bodJos at 
present iics^ees they should be permitted t^> levy a gradoatod 
tax on agrieiiltu^ property and on non-agricuUaral 
ocenpatione, especially those of petty tradoT^ and tiumcy- 
lenders. Tiie practice of c?ollectuig taxes in kind and making 
disburoemente in iho same Joabion might be partially iutro- 
dULVid at thiB stage. Local variety and local rroodom of 
ati:ifUi ought lo l}o pmmoiod. An elalmrato and rmliy 
sy^iein of adnmmtmticm will be tin^tablo for our locals 
imd rural, areas, aa much m the political 

AS in tlic financial fields. 
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I 

OeuMal fcfttorw.— The preecnl amount of tlw 
of India is alwut t,000 cioks of rupees ^Jlareh 3i, l@3o}r 
Hub ie tlic amount uliieUthe SUto hae borroweil from pnrnto 
ownem of capital umlcr dofinito tonne. Ita total obligation ». 
hoTSover, much iaigor, HwJ State t«iiig indebted te the p^lio 
for deposdte received at the Poet OSico Saviiiga BoiikB, p®*" 
C^tiGcatee Issued, soveml provident funds luaintAuwd, 
and provincial balances administered. This sum amounts 
to Rs. 235 crorts and should not constitute puhUc debt in 
its strict seme. Fuuds ate alsci mieed Ijy the Secretary 
of State by issuing debonturw through the railway wm- 
panim worldng State tinofi. the interest of which U gu^nteed 
by liiin. Strictly speaking, tite public debt of Indiii nhcmld 
also iuctude the dchte of the Provincial Oov^umemte 
totullmg u few croiw of rupees ^ but this amoimt h^ l^ti 
excluded froni our disciutrioii hero l»ecatiso it is of nunot 

The Indian public debt ia tisld both in Lulia and in Eugland. 
The Indian portion oonasta of rupee loans raised in India, 
and the pnt^fen England cott»iste of sterling lc«iw 
tliere. 'i1>e difference between the two is not only m I oration 
but also hi unite of r'aluo, which introduces a number of 
difttinctive features in the two branches of the Indian public 
debt. At the close of the financial year I93*-36, the ruf^ 
porticBi amounted bi round figures to Rs. 191 crores and the 
sterling portion to £3&4 rnimous, Ba. 510 erorcs wlwn 
couverteil at the present statutory parity. Tho tax. poKions 
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ilii3 debt ato ihm ^qual. Thai ahouTd not leail 

to tmy coricjuftioii that ibo origin of the capital iff 

oqiiaUy diFtribMteJ over tlti? fcniij couiitrkiy or tlubt tlic 
nationalities of tJio mtlitors can bo er|t£Hliy dimnuratod. 
To-dny the mobility of capital b high tiiat timbr the 
p™*snt mlvitnceil ntate of Imimrt cre^Kt not only foroignerp 
inTcst in the mpeo loans bot aI@o Indlait^ employ thoir 
SEkving^ in steriiiig loarLS, 

An equally aigiiificftut ajiproaoh to tlio compoaition of i lin 
jiubUe debt ts Ita diatribiitloii over timo a& over e|iaoe. 
A(>cerdinglyt the Imlian puLIie debt b ola^iiiod oa [jofnmnont 
ant] iloatmg. The pernifuneni debt ba« a eomparatively 
long base of life and t-onidata of difibnsiit loaiui with 
partic^Uar wiidititrnB attaohoil to Bfirtowing^ of a 

purely temporary nature, ^ueh ng of ttensniy bille^ 
waya-ond-meafis advances from the Reserve Bank* etc., 
are included ^idtiuii the Jlofiting debt. At preeeut about 
00 per cent of the rupee debt jg j^ermunent in nature. The 
whole of tile sterling debl; is generally permanentr except 
that very small amounts stand temporarily in a iloaiing 
form. The English market ia looked ujioii by the Ctovern- 
meat of India aa n iwjureo of inv^tment capital; it u* not 
fur meeting tlie daydoHitiy exigeneic^ of finance. 

TrcoiJtiiy bilb occupy a very important place ii> thi* 
floating debt of India. Hm ^teni of isauing treaBury billfl> 
u’hjeh was Arst iutroducoci m tbit, Itajj now l>ceome it 
pemrnnent feature of the Goveniment'e wnys-and-mear^A 
fli duce. Those bills ace rejiayable altar two to tire] ve nwiittuf 
(dtliougk three ntontha tieainiry Edlla ore mi Eat romniiiu 
ami [lopubtr^ Tltey wnatitiute the idiert-tc^mi Ijorrowinga 
of tlie Government^ Week aft^w week ininis are borrow-Btl 
with l^om|X]titive lnnd<Lra and week aft^r weok the maturing 
amuimts are uff. Tlie balantie repmsentfi the floating 
debt on this arcount^ During the bet five yeata the uiiniimini 
nmo^tfit outstamling of tlof^o months treasury bills ha^ 
not fallen below Ka. ^ eroree, wkile the maximuui has 
ruac^hed as much (ns Rs. 85 CTDrca. Thus a |X>rl 40 u of tho 
debt on this accoimt. is peimjiuent in nature, iltougU kept 
in a tliTiiting form. A large ainounl of the outatauding bilk 
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is lield iti the Paper CHimmcry Re^i^e^ve m ad ftoc ^ccnritiw- 
The trea»iiry bilLs atid Uio way^-aiid-tneons-ad ranees horn 
tbo Beservo BjiiLk n^aiut^Lin pandtelum between ruvcuiio 
and cxpendliaro. 

TliD other interost-beaxiu^ obiigatlaiifi of tlifi Goveminent 
of India eoiitflituto wliat te kuoiiTi os the unfuiukd debt, 
m it doe^ not form luiy port of the funded or the oomnli- 
dated debta. In other countries sodi flehte are nlfio mUod 
doatJng debt. There in a email sterling hnmch of the 
unfunded debt in Enghuid oompo^d of the serrice fundn 
oToiseas. 

About ^0 per cent of the GoveomierKt of India’s total 
intoroet-ljearJiig obligations is covered by intoreet-bomiug 
Tike Indian publie debt ia mi>st]y productive in naiiire. 
The greater portion of the amount niiae^L koa been employed 
in the constnictiun and acquisition of Indian railwaye mid 
in irrigation worka and Pnsita and Telcgraplui. 


II 

Origin and growth ol pahiic debt— The Tndian public debt 
has a hiatcffj* of a century and a half behind it. Tlie ualujo 
of thp obligatioii has tmd ddlhrent pliaae^i abiig vrith the 
oluaigcs in tiic natneo of British Administration in India. 
Origuiidly the pnblic debt constituted the liabiliMcs of the 
EaKt tndia Company ariKing out of variotts necessicics for 
funckf ootamorcial and adminrstrative. The whtk^ which the 
East Ipdia Cnmpaiiy carriwi on over land and waters m the 
East, gave occaaicn for such debts and the funds mtised 
tliereby were s[wiit without any disuriiuiDatlaD as between 
trade and adminktration. In fact, before 1814^ the East 
India Company did not keep separate acoouiits of its cionbln 
fnnotionE carried on for About half a oeutiiry^ In thi^ fieriod 
tiuf aevetul Ware, parttcuhkrly the ^nr^ of I^rd 

Wellealeyi caused u tieavj SnanDisi burrlen to the Adniinb- 
tration and led to the aDcmuuIatiQri of debti^ 

In 181S tlio charter which renewed the East India Com- 
pany’ft tease of life for a farther period left it niore of an 
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Mlminkirativtt iHiTpomtiiiii tLwit & Ijtuling hody^ And 
ooniieijUf^ntly ImlifUi ttiritoTinJ Kdaiicc EmhI to i» ne}iaiat^ 
from Com|>a4ij'i DumiaeTnial liruiac^. A vcr; qiuHiiimljJGa 
\™ iniwb duo to want of okar revurclfi mil Um 
immou^ flobt of tbo E44$i^ tndiA CoinpAiiy^ wfM&tov^ miglit 
havn ham tha originiU o£ium of it, wiw pkcecl upon llie 
tcrritcnifiJ braiicEi, althnugh the ntutltoriti^ woro fully 
oojL&ntatin of tho iric{|uity of the di^oiaion. It 
tluifc li<iitccfarwa.rd ''the of bidift waa to bo 

oomod on iseparwloly fts a «i/-#tfpporfiny 
of live faot aa to wtietbor tbo adnimisitmtion would eerve 
Liic hitorcfit of tliD pofipfe^ iluj intoPeat of the Britiih ncLtion* 
or vven thn Conipaii} "s oommomal interokfU/" Tho Ufo of 
LfiM diiutor aoiDE^ morfi iko^tliitii:^. Tbo Kep^I 

War. ihjy SlalmtiicL War, tbo Biuujcse Wor* augHkfintefl 
tbp ikbt uT the Kust India Com|iaiAy. 

In lH3it njti!! more Iniportaoit dijdaioa wiia mjulc. In 
oKt^nling the ultarter of iho Company oeic« mute for twenty 
yeai^. it wwi fully made Into an iiflniMtiatiative body; iU 
ooEntnrnimt dopartmant wnr^ liqulilatod; tlio itowly-fornicd 
CoirciTnintutl of India waa womIo to Uka over tlie aHawata and 
liablUtka of tlj& coainiorojal clepartment- Of Iho I'ivw 
lialiilities imi^oaod, t}m imjiorunt item wmt ttw '^boun.- 
bond deht^' of fSi miUionit about whtm origin ev«n tlio 
ex|ifrrt aoeountanU cunld nut find luiy iraoo. Aikother 
UabUlty imposed woa for £12 miUiorui at 5 per cent on 
Ai^count of the Haat Indm Company « atock of £6 ndUkuiA. 
lliB aasctii obtaiwr) oo the otber hanct ultimAtdy prowl 
in \^7t to be insuffieimit fo meet tiie Hflbililios for the 
Btpot. The balance of £4^li7U|4lfl u'im added to tbo [icriiiu<^ 
nent dobi of India. Tho iialulitlea of were tbxia the 
origiital baaia of tluo atorting debt of tlio GoYenunant. By a 
ti\i>w prooeaft of itvoliiiigii Lbo debt of ibo Eoat India Compiiny 
became the pmblie debt of tUo Govcimioeni. of Indin. 

The mvf Goveminent of IndiA being under the iiuxu^KliiLtc 
tlircction of tke Britiab Goveutuoiuii waa mjule tba sphere 
of inUncnce of Britkli foreigii policy, Britkh policy in 
IntiEa tnmc«l out very aggreedve ami forwanl. India beoame 
thr Held of a number of e^q>enaive wai^ in ^ueoc^Auia, for 
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example, the Afghan, Siml ami Uwaliw Wars, the tun 
Sikii tt'are, and the«MH>oiid Buiiiie» War. Tlie Iiidtoii Puhlic 
debt eontliiued to mel! and by the tiiiw tJip Intlian llutiny 
broke out iha anumtit ttearly approarbed flHt in if liana. 
Tlio Sepoy ^lutiny atfriifd about X4« milliuiifi to tlie pubJio 
debt of India. In 1S02, M’ben Indian flnanev waa welt ttndt-r 
eoutrul. tlio puhlit) debt of India wna over Be. mitcA. 
Thia wait mmpoBcd of over Rk, da errimt rvipatorcfl b 
India and orrer £3£ taiUbnit in England. 77)o 

Mutiny tmmpeltiM) the G<ivemtnmt to took to the Engliah 
market for funds. The intUon pnbiio rlebt iimferwoiit 
a di'Anitu ohango in respect of policy luni IrKtilJon. 

Almost thb vrholi) of ibis debt dun to impnidiiotiTO 
TCHiTs, an exooption houiig made in IMS when a ban wan 
Hnatofl for pubUv works. In tho years wliicJi foltowod till 
the m l vent of the Givat \’)^ar, India did not witness «o miiob 
of nnivrodnotivo ware as pnTioualy. Tbn Oovommout of 
IniliH ohanged tlieir polioy of aggresairju withm the Indian 
botdore. &yoiid. tniliiary expot Utloia followed in ({uick 
inioocatiton, with whiob tlic Tniiian adnibistnatiuii ebunUl 
ha VO liad tittle oonoom. ?7overUielDas, tUoy oofll the Corem- 
jiient, aevend oronw of rtipwa. There wiofo mily two very 
eiponaivo ware in Imlia, tlte wiCfHiii Afghan War and the 
Btinneee Ware. They ooat liie Ooveniittcnt of India more 
than 2D ctores of rupees. 

Faiuinea and fall in the rupev-alrrling mtb of exeliango 
were two utluiT faetoni which oatoted unprtKlueth'o loans. 
Ncvmlieless, tlu* major porttun of the piihlie debt dnrbg 
tile last quartei' of the nineteenth centtuy can be traced to 
the constmutinn of piibiio works «tch as rail ways and irriga¬ 
tion canals. By thia time a movement, which had commenced 
among tlm English capitalists in India and England some 
forty years back, was taking gradual ahape. In order to 
njicn tip new chaiuids of inTestroent for British oapltal, 
which had been accumniattng an a result of tlic Industtinl 
Kevohition in England, and to create now domandB for 
British goods, a hwgo expansion of public works in Inclla 
with borrowed money was iMlvooaUid. Tbs ClcTonimEnt of 
Indtn once gera a hoaitafing raspotue in iSflS. When the 
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Mutiny upou the s^uihoriLics at Home imd in 

IntUa the m^ney of cammnnioatinni^p Lfioy Umk 

up the ii^k uf raUumy expiuufjmt onU imgatioii work.^ In 
ciLniefli. Tlie Fecgiiktii; money wm fomtd by tHurovriiig 
aineo 1^07-68 on the ftceepbmea of fJie prinuipfo hy the 
Scoretnry' of Rtate in 1864. ^U1 e^pendituie on irngation and 
mliri3,y dfiviekipra«ait was i^hargef) to capital accoiuit. The 
tio^^fniiient at the ^amo time moiirred additional debt for 
the purchase of i?omc railways and irrigation worka 

from coinjuLiiied. 

Tho whole of the produet-ivo debt showti in the acooiinta 
wm not, howovor, oattiDcd dirtcU^ hy jniblk worka. On the 
reoommentlatjon of the Select Committee of 1878-70. the 
ltdnl public debt of India wao to be nlu^^ified lia '"Oidinary 
Debt^" *jtd “' Pubho Worka tbn two terma wbioh 

have now o&^uined thoif tcBpectiTO namoB of Lfiiprotiuc^ 
tive^^ and ^^PAHluctivo" debta- All ex]iondrture for tho 
construction of productive public works wm to Iw treated ns 
borrowed money^ wketSicr the amount, was actually boirowed 
or spent out of revenue snrplua. If it was md from tho 
re venue mirplus, the ordinary debt of India reduuud 
in tlm acoount^ by a cotresponding amount ami the piibiic 
w’CErkfl debt increased to the aanie extemtp as if the uuriilija 
was lised in paying off the unproductive debt and ^sh 
debt was inourrod for produetivo purposes. oHhough 
actually no fmeh <leht was im/urrod and tho publie works 
were finanoed out of revenue eurplufi* These principles were 
given effbel to in 1880-81. Evetythhig was morely a matter 
of acljuatmcni: of ooci^nnta. The esthfUng iJroductive puhUc 
^loht of India deoa not gtvn quite a true picture of ifea urigin. 

By the time India entered the VYar, the luiproductiva 
public; debt of tniiia was nxiiiceil to about Ra. 3 orores 
by Ihh proven of l}mk entry. It would been oom- 

pletely wiped off within a year or two. The War gave a 
new turn fo the mlwme of tr>dinTi public debt. India made 
a war cuntribntlon of £lfK) miUiona and utm faced with 
successive budgetary deficits (about 100 crorea in 0 yearsL 
The necessary funds were raised l>y various devices. There 
waa an additional exxTendilurc of over Bii, 13 crorea for 
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the constnioti4>n of Xew Delhi. The iviprofluotiFe pu.l4io 
debt of Indio inurcosed from Rs. 3 eraroa to neorly 
Ks, 358 croroo in t»24. the first year of budgetary diirp)u» 
sutee the Wor. 

During liiie period the pruduotive flfbta were aihanciug 
rapidly. Starting frotu Rs. 20 cnii:ea in 1875 tiu* oniaimt 
execodcrl Its. liK» otoicb in 1«86, 300 oixma in 1000, 300 
pixuwi UL 100 j, anil 44)0 e^res in 11)14, Railways ceuBUined 
the luttitw portion of the fiuirb. By 1875 the issue of railway 
Witu* irrigation wob fought out deeisivoly in favour of the 
former. Irrigation, which held the predommaiit nttentiim 
l>erorc 157.'>, was only rosponsible for 22 per cent of liie 
oapiUkl oipcnidituPQ till lOOO, 12 per cent till and U 

per cent siDOe tiien. Due to the engogementa in the War, 
capital expenditure on pnHluctire public worlis tccoived 
ctitiBideiablo chin;k. Whou the shook of it was over, the 
(Sovemment of India renewed their policy of heavy capital 
cxiwuditure on railways. It was d4jdded to spend ISO 
crores on railways in five years from lf)22. The productive 
public debt of India incroased hy over 300 craiee within a 
dceotle, due to the construction of railwa}^, purchsiie of 
old lines, and assumption of the liabilities of some eora- 
psiiies. Tlie total ludian debt more tluui doublet] after 
tlie War. 


m 

Fmandal aspectB of pahHa debt-— !t is evident that the wlioto 
of the present preiiuotive puhh'o debt of India dots not 
represent the amount of capital for productive 

purposes. A portion of the capital for tl»e raihvny develop¬ 
ment could have been met out of Die niiqdtui rovptme, wliUe 
allowing the dead-weight debt to stand where it bad been 
uidoas t^ueed by lacreoeed taxation, or ttnlcsa Govenurueut 
w'cTB prepaned to wait till the railway revenue could 1)0 
in a positioti to reduce it. *rhe poUcy adopted by the 
Government of India ivas not, however, unwise ijj a way, 
except that it gives a perverted vimv of the cause of ludiau 
debt to-day. Tho Indian debt woa only given a better 
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appeamm^C! anil ii more somicl Ufialigpomicl to facilitate 
finiiQoml ndiiiiul^cmtioii and ci:«ate confidonoe among tbe 

ilLATJStOtH, 

Tlip produtJtive debt of India was not, however, pro- 
liLU-^tive in the eenao tluit a wonld onderatand 

it, till ihti mlwnt of the present centitty. Before the year 
[nduut nailway^i yblded little profit to the Statep the 
aggregate b&t atuoitnting to over £51^ (nillioiifl. Thu eo-ealled 
pxoductiro debt waa 00 tiiuch a hurtlen upon the Statt^ 
fioiuice^ aa tlie improductive debt. Tim origtnol policy of 
clawing tlmt |>ortiort of the capital expcuditiiie ^vliioh wits 
expected to yield at least 4 per cent net profit os pnsductiYc 
proved for many years a. myth. Secondly! tnilway dovelop- 
ineiit ill ccrtAin parla of IndiAr particularly on the frontiers, 
liarl no o^teiL'cibh^ commercial ptirpo^. Tliey wore stmtcgle 
lines witli small ]jrospecU of paybig their way* Tlicy were 
definitely improdnetive to a fiimndor or invKitoF* To a 
etudtsiu of economlcng they aio productive on aocoimt of 
their politioal and social Borriees, and this b the funda¬ 
mental measure of productivity. 

Even when tlie railways were yielding profit they were 
not niij on strictly coomioreial juiiidplea for the purpose of 
acciouxits. So about other oommartila] activities^ It weis 
difficult to point out to what extent they were earning 
aufficicnily to rufet the otMt of their capital. TJio dcaired 
Ttdorni iu tins direetton was due to the fuuuicial genius of 
Sir Basil Blackettt who effected the se-fioration of railway 
finance from general finance^ comuiercialisefl the nocouote 
of Foate and Telegraphs, and eatablbhcd Provincial Loan 
Punds so os to ohorge them with their due interest. 

The problem of debt redemption is not very serious in 
India, oa the productive debt repre£«nts the capita] of 
eommorcial undertoldngB. So long as proper depreciation 
is oUoweil for, further arrangement for the recoupment of 
capital is ciimcce^an^ The exbting ptovbion for the 
depreciation of capital invented in iho milw a>*» b to make 
an annual eoutriUutiori to a reservop ae oppi^eed to a reguLir 
depreciatioti fund, sufficient to meet thn cost of netiowals 
os they fidl due ftvm time to time and not the original 
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of ihi? Ti^-uetuig lissets, fii tho etriody cKjramerciat aeiifiu 
tha provision sb udJBatUiiiGtorT. If at a fnturo dato li 0 iivy 
replacenitiJit w oiiUed for, either general revenue will suffer 
or fie&b k>ana will bo neqainsd. The rio-eahciJ produotiTity 
of the debt: will prove to be » rnknonier, 

Provjjsiozi for debt redemptioii . —A general asifl ooidpreltettdTie 
pro™ion for tlie reflemptioTi of the lut productive portTou iif 
the Inrihiu publio debt b only very recent * jiltliou^u histor- 
icalJy, ihcearhe^it e:vporiinent iftitti siiiktiig ftuuJ m waa 
Tiiade by Lord Wellefiley in 17^, wEiJoh was kept in operadon 
for ouly a dccjule. TilJ 1024—25 Indhi \md no couwlkhited 
scheme for asinkijig fuiid.andtill to-dayinilmiuw nostAtufoty 
ouactmeut as in England for regulatio n and administmt ioii of 
the Binkiiig fiind^ Beflidv^ fJie meamire adopted in for the 

roductionof improcinetivo dehtp pTovbiciiiH for the avoidance 
of debt were Epeclfic. Wlien some railway ooin[wiic8 wero 
pi If chased and liabilitiesj Ui the English shaiehoIdcrB were 
undertaken* sovoraJ Acts of Parhament imposed upon tho 
State the duty and responsibility of <^unBtitllting bid king 
funds front whioh railway annuities coultl 1*e iMud. Thia 
wfts, however, fur tlie prwJactive portion of tlic debt only. 
Specific provision was also made for a sinking futnl It. 
nu^iniam tho market price of Die 5 per cent War Loan of 191 7 
tknt} for annual payiuent of £500^000 in respect of India's 
ww Bontribntion. The plarm for Die avoidanoe of debt 
were tkm haplm^arr] and not hawrl on any sy^lomatifl [udicy* 
It waa as late Ad X924 tliat Sir Basil ElacJ^t urirlortook a 
regular and comprehensive debt rDdemption scheme- 
According to this arrangement* the Government of India 
would r^ptlarly provide for, beetles a fixed minimum of 
Ra. 4 ororcA^ one-eightieth of iha exo(^ of the debt ai the 
end of the expiring fmazicial year over Du? amount cm 
Martih 31, 1&23, the sterling debt to 1 m 5 converted at U. Id, 
per n]i>ee. Certain classes of debt* such a 3 treasnry 
biUa hi the Paper Currency Heaerve* etc.* wero oiuittrxl 
for obvious reatmiui Ln amving at tho balance. Tho scheme 
was operated as an experimental mcaBuro for five years Itll 
the end of 1&29-30, since when it has been extended and 
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kept in fOE^e unohjinged except that from 1 the 
debt wm eonverted for ^loiLlation at the iicvf 
p&rlty of 1#, Brf. jior nipoc. It Iusb 1j«oii ffuspoeded from 
193a-34 for fuunneial rco^ou^. T^licn iX^ [ler oont of the debt 
itttribijt<?<l u^ ilit'i mifo-eyi? tvhich 'prem rnekuig no 
i^^rntrihutinit Ui the geiiend revenue, it. ^vould be imiHwimg 
too heav^’ n burden on Indtikn tu bb budget i?poocb 

fd l!^3S"3G the Fitmiioe Member promieefl for tine fiitiiro 
that ^‘bji incTeA^I pxoTifiion for debt redoctien oitght to 
be a tiryt ebiirgo on any contribution from the railwa^^T^ hi 
the future.” The prmnt annual contribution to the 8ijvkmg 
Fund m 2 crorott. Dtiriog the p&rii>d of its nomiul lea.^ 
of life the Sinking Fund i^it* cnficbod by weasiuiiAl contri- 
biitfona. In the year i£>25-2G t]^ antount of euHtoina duty 
on cupibil iinported was adde^l to it. It wan a fluiull i^iini 

Ilf ilrt. ;^0 fokh^ cuitj'. SinrsD the nhare of Britiafli Ituim 
ill tlie reparatiun^ j^ayabbs by Geniuwiy hm been ajiplitBd 
to the rmluetiou er avoidunoe of liebt ul^er paynietit of lrxi$ 
or damage due to enemy action in the War. This provision 
wm i^ubi^riucntly repealer! and no addition wof? tnsKle on 
this account Mtlli effect from 1030-3 L Between 
and tjie amoimt of annual addition to l.he Sinkiiig 

Fimil from this ijovtrcd varkKl from Rb, 13 to Rs. 33 lakhs 
ill round inures, utuie tbo tot^l contributioo from ifie 
general ravenues waa Rs. 55^70 crores between 1024—25 and 
l034-3fi, i,e.,an aTerage aimtuiJ contrihution of about 5«iore». 

Purposes and Kmitetiony ol the Sinking FUnd- — The Sinking 
Fund u$ employed to meet tko provisicus for amor- 
d^atinn attached to partioular loauM, and the balance b 
ntlUacd to pay off the unproductive debt. So long aa a large 
portion of tbo Indiim debt is productive and so tong m 
them exists a p^niiiiuicnt programjiie for inereaeuLig capital 
eSEpcndiluie, any attempt to wip^ off tlie productive debt b 
umtctiessaiy, Tlih- solieme of debt rodctnptfou liaa been of 
l^au^ille^able utility in raising tlie ejcbtiug credit and 
farilital.iug future liorrowiugK. 

Computelly' contribution for debt amortteition and 
unifomity of policy in the inaungement of t he tlebt through 
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II oaitrat fond f he two fnineipal reaiMme why eiitkiug 
funds are institutcii. The old concoptton of tlu> officKiitiy 
of a sinking fund in iriping ofif liifga debts by small contribu- 
tloiis bxui t»etin given up for good. It is only tiis compulsory 
IMiymcfnt wMcIl is Htg oifl oanti. It iiiukos for oompuldory 
Bj^ving for whai to be paid) so that the future generetiou 
may not bo ovurbuxdoned with iiio cxpoadittire!! of the 
ftHfit gejioifttions. So long, Lowovott M ttio new debt incurred 
is mum tlitin tiie umouiit of (uunial oontribiitioD to the 
Sinking Fund, an inciBiising burdeu cm the coming gciu™- 
tion cannot ho avoidod. The Sinking Fund cun t!qiijtnbty 
disttibuto tJ\o burden of debt over the future generetions 
aitil make repnyniont less onomus, provided colitributious 
are wiBely maiie, if necessary, by fresh taxation. Tlie atinimJ 
eontrjiujtion to the Indian Sinkiitg Puncl lias been Its. 
i^iToa on an average against art average addition of 
ereres to ilie total debt, but there han been little addition 
to the ituproduotivo debt. In this respect the Sinking Fund 
in India liaa gone a long way towards its goal. 

A oonsolidated fund baa been estabUshcf] witiiout any 
consoLidatod policy. Unifomiity of policy is an essential 
tlissiiiemtum of a Sinking Fund, for which Katiunal Debt 
Commiiituoncrs are appointed. They keep constant watch 
over oonditiotis in the money market and waya of credit. 
The resource® of the fund are brought under ojxsratiim at 
the proper time to maintain credit while paying off tho 
debt. AV'lieii nredit is lotv and the price of securi^cft is 
below i>iiHty, the CotnmbKioncn come t<» the market to 
purehaw them off. Itepaynumt is effectf:>d at a pro tit. 
Wlicn. on tim otimr hanit, credit b high and the of 
soeuriticii ia at a preniJuru, the re$«nrce« of the fund help 
eoiJ version so as to reduiso the burden. The objective of 
the Sinking Fund tu liulla La tiierefore yet to lie reatiEcd. 

Tlicre is no pro vision for the omortisatiou of tlie obliga¬ 
tions Bcciimulating tlirough the nbaiineb of tho P.O. 
SaTingii Banks and the CaaL CcTtificates, nit bough thcae 
amounts w'ere taken into auooimt in ntrivii^ at the annual 
corTtributions. Hoi»aymtint of oapitiil on tbciM; two accoiiiita 
in uaualJy met out of infiow. These obligatione are allowed 
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t* DOfitJntiE nnd gather etrengtii hy li tsomtant tif 

i?hni>ge afhandif. So bng thoro la no tudikri kxm of 
itqij tt ruph for vi-iLhElrEiwiiJ, a pci'tmiuioiit proviflimi for the 
ultimate teimyjiinnt of tht'^ oblige iii>t quiteitteea- 
sary; nor is itrequiml wlien the Goe^mnieut iioed not took t o 
the Jiiaiatenanw of tJiiciir tinanciiai ufedit from day to <\a\\ 

Tlic prublom of ttiv iiaymcui of inCenatt on P.U. Cw^h 
CDrtlilcati:^ Ift diBhitml luiij {peculiar to The intenrst 

h not paid yefir hy year imt at the tinie of encaahmentr 
and in termed Tito bon^is ropier tit^ deferred 

ititotMt iwid tieiice Rzianeialty eorlier ycura benefit at the 
oxperw of tlie bter+ ^Secondly, the hotebrs b^ve got a 
right, of eiiod^htnent before mnt^mty at a tower fai« 
of tnteiTflt after the Enti two!™ ntuuUm. which iuenjaeos 
witli the appro&f!li towards tnaturityt l!io [ndiiccttnotit to 
the i?r^itor Uy defer enoaMbnienl is groauw Jinil thare U no 
c^ertainty AlKiot the aotnal amc^imt to lie repaid in a [jor- 
tiernkr yvar, Tbi« uiioortainty h further hiciwstd liy tlio 
fact that even after laatimtj a oertifioate oon renew'ed 
for a fitrllmr pedtxL While the uuttial antoiuit to bo |)aid 
in a partioular year ia imoortiiiu, the nml liability of tlm year 
la coocsonlril. The liali-llif jea oJi of the mn^h aeftifi* 

eatea were iberefiire Nroeumiibtitig, Aa the Indian budget 
i» a mah budgjel^ the proviatoti innde in tbo Ijut^t. luiLiJ 
11)30 hiul only covered tlie t>onua actually expected paoh 
year and it viiui far abort of the accmuig liability. ITbo real 
liability wim a]]owD<l tn aceumuLato eoneealed^ In i[i3D it 
Was decidtti that tho pimUiiDo should no lunger be allowtid 
to ii^ntiniie and a new practice wae introduced for providing 
e4M3h year for tbfe aetnal Jtcmrutng ilftbility. The fimd whixih 
baa thus been created is oalM Ptiat Offioo Cask 

Certificate Bonus Fund**; but it does nut (jover bonu^eiS 
in ttireaus «<OTtied bcfoie 1030. 

ly 

Gpedal featnrea and admifriiitration ot the sterling deH — 
The storbng debt of the Govemnu^nt of India la Ml 
Interesting feature of tJie Indian publJo debt* It boa Involved 
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ji good duml of aoiotig 'ATiioFfl^ Imtifin Md 

Efiglij^h, Itt- CLniouut mi ALifiili ai, I&35* wjia nhouh 
millions, ivJdub whuji 450 nverted mUi ludiML units oouit.^ 
to nlK^ut Ea, 512 owm. It ia thus liigliiu- timii ilw rtipeo 
imrtion of t he ludkih dehu TIiIa amount v&rioUH 

loan^ in tins Eiigliidi nuu-ket by tbo Seenstary of 

GtAte, inctudj^g tli^ mpitod v%lti£ of tiio debetittire atodus 
of certniii miliray oomprtrdta working in Indin, tke UntiliitjeH 
ill RTHpect of wluoti vete amuniid by tJiu St^eretary of State 
on toniiiiuitiori of tlw contraerte wiijj tbem, £43-mitln>na 
on iwcount of the bnlonce of the capital liabiUtioa inTolvod 
ill ilifi puruiui^ of xAilwaya which lutj uudorgoiiig redemptinn 
by way of tciiamnbtc mh^Tiy muiuitioa^ and Uabiiity for thu 
BriiLflh OovomnniiDl s 5 |>er wnt War Loan (ItiSS—47J tnkei:^ 
uver by lniiiA> knowTi au Itnha^ji War Contzibnljofi* tbo 
baJauce of wbioli at prefwut Ktimik at a Qgum of 
£JU^72 iuiliiom. The whoJi? aninimt ia penuonDnt hi 

Only acj-rticitmir^ a amail lyuoimt rhusa lu a doaiing fbtm on 
iiecaitnt of indiA Bilh i^utAianding, 

llio statutory position with nfgiud to Itjana raw^l in 
HngbEnd in poottlJar to Indian cunAtituikiiial dev<i]4>ptnent. 
Ono fentme of tlm tutelage wtiich Parltamojil oxcrche^ ovnr 
the Oovmiinoiiit of Inrlia ihrnugli the Saorttaiy of State 
t 4 Lkc« shape when the Sc<mlmTj of State in inquired to obiolti 
etatutory wKstioii of ParUanit^nl for oU loans raiaed in the 
English market. Since the Fhfrt pubiio loon iti England in 
the year iSTiS till whenever a loim wae Honte^i, sepuratti 
ajid indiviflttal Parlbmenurj* aanetion bad to be obtained 
by fiopamte Acte^ For all loanft iiutjeoqucnt TO no (ttsnh. 
Act beeu enacted, die atiflkority being always derived 
from the Act of 11^23. The Do mint nuft. on the? other hanrlt 
hit- not ttniuircd to obtain Kanetion of ParHanjont fur 
indiviilunl ItmM licioteiil in die UlugUsli nuirket. There is 
tH> statute for IndlA analogous to tlie Colonial Stock Act of 
IfKHt which pluoee the Dominion aecnritieii in the category 
of t 4 rufit«c 'Ilie mpavhte Aet« mako up ihnt defoet 

and place Indian stocks m the paeiiion of truatee oecuritiea 
ap<! miae their statna m the investment market. The po^ilioti 
of India m the Loudou market b tlmtlott very fseouliaT. 
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On this BOore PnriiiLmsnt takes rrotiiicnt oppnrtnnity tu 
erituibe Indian financial polioy and to hunien Indian 
Itiann with tomu) and conditions which are not olwajrB ta 
t!it‘ iuteieflt of Ihiiian finance. Any sccraoy whidi a ban 
tbinniide hefoi^ being fioatod oiutnot be maintained. The 
Imperial (joTomment does not gnarantoe the payment of 
either the principal or Ihe interest; it will noveriheJcss exert 
its power of oriticisin and sometimeM extract conditiorut 
Jlnvonrabb to the EDgliali eapitaiists, Lhtts giving eauiie for 
strong criticiHm tn India. 

The storliug debt of the Government of Lidia ha .4 a 
Jong hiidory, When tiie Company was itquidatccl by the 
Act of iA13 and tlie TnijMjria) Govemiiumt of Indid wo* 
foniicd tlie now Government wm littrdenod with the "bond 
debt” of tile East India Company and the Coinpanv'a 
capital stock at a double value. The bond debt of the 
Company commenced from l6ftH and it fluctuatod in 
amoQut tlirooghcnit the Company's career. Origimlly the 
debt was solely duo to tJia eommeieial funetiim of the 
(Jompany, but (fulweqoontly u lien the East Jniiia 0>mjMuiy 
acquired Indjon adminiatratjoji, a ]K>rtion might have iieen 
cauiied by luiniuufltrAtlve necessities. The Uquidation of 
the Comtxuty automatically iraufifetred the burden of this 
bond debt to tlie Crovemment of India. The amount was 
about millions. TJie capital stock of tlie Ctiiiipatiy 
was added to tlm storling liabilities of the Govenimetit of 
India. The oommorciai assets of the Company wliich were 
haiKled over in componsation. having proved inmiffident, 
ulKiiit £4| in i TItona were added in 1S74 on this ac^wmit. 
The first public b>an was floated in the Loitdoit money 
market in IftStt in order to meet the financial hiirdon of 
suppreasing the ludiftn Mutinyj whicJi wo? too licavy to 
be met fftmi Lidian resourceH, Since thoti the Ixmdon 
money market has boon approached on more than one 
occasion. On tiie whole, the total volume of the debt waa 
nut very largo till tlio advent, of tlm War. It was nearly 
milliom at, the commoncemoiii of the presemt cantury, 
and it went up to £1TS (nillbuft during tlm War. ft *ia 
during the jwflt-wur period that the amount W been 
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more tkciri doubloiL ThjQ increato b pArticutHrly ]arg« 
t>ocaiijf€» of the liability a^uBicril by the Secretary of State 
fnr certain Indinn mil'^v'aye on termination of oontriwy 
with tliem^ 

Duriitg the hmt cetitury ihj^ settled fxiUcy of t he (h^^rern* 
fiient of India woa to give oiitLet for Eiigliab c&pitul in 
hicim izioi&tiy t-hrongJi tlie gnntantcofl raiJwny coinimnics 
on thmr o^m account. The gtuiiantce system of miiiroy 
w&s njorely z^wing i.he seed^ of tJie ftitura 
indiAti puhlie debt. The OovcmuMint of India did not 
upproarii tlio Home market for general public works 
sxpondijLuret except for the amoimta muted in 
and 188C-S7 on the rcooin Emendation gf thn PorUmncutary 
Cbiamittee on Biiilwaj'S of i&S4. A Storiing loan waa eou- 
uidered adriflabie for diacihArging Lhe fcJien exhitUag i^Uirling 
rtebt carrying a Mgher rate of interest^ nr for jiurdui^ing 
#pectfie railwnya, or on on except-ioiml oceasieik such int 
toiluie to raise fiiiida in Engtartd by the eale of Bilk by 
tlue Secretary of State line to the depre&eed. condition of 
trade ond falJ in exchange. In the then ondevelopod atate 
of Llie Indian muney market it tronld noL i>a eji:pectoii to 
supply more ifian 5 crorejs of rupees a year. 

Thu miiiiiUteTiged suprcrimey of England In trade and 
indwatry in tlte nineteenth <?enttury Jed to imch large accyinn- 
Utiona of fapltai in England tlmt the demand for inincfittnent 
in [ndla gtiincd (Strength at the enmmeneement ofthepre^ont 
<‘CTitiiry, On the strength of the roeommondation of tlm 
Maekay Cbmuiittoe^ the Government of India adopted the 
policy of resorting to the London money market on an 
iniireaging fscale. In the meantime the Indian money 
marked gained wlnmgth. By the time the Muokay tiom- 
niitteek reconi men datiotis %'Fef^ given effei^t. tn. the f^jndnn 
money market became deatirr than at tlie oemmem^ement 
iif the century. The poet-war porioiS did not. improve tlie 
dtuation. Leona floated in I^rndon during the ttvciitieK batl 
to lie offered a Idgher yield tlian in India, the rliScrenco 
being somcttines to the extent of I per cent. The terms 
hAfl to be highly atiractivo wdr.li definite asJnirauce that 
Llie interest gf Ihc inveetor^ wgidii be Hafcguiirdcd under aU 
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cirmimtftftnceia. deJ>t ber-ainc* wdlicr to tim Indian 

Coverumcmt. 

UetTiveeii and fchc Govemn^nt of India 

bUf^CiCs^uUj avoided i^teue of any new stcrUiig ban* 
idthougb oTOr £26 miUtoti^ was spent ontiq<le Lidia for 
capital outlay and £10 mUlioTia for roducttciii of atortiiig 
debt. The amocint waa financed by rupee funds. Tlio jKdiry 
WHS reversed in 1937 when there was disparity Ivofeuaen the 
yieida of stocks in London and Oslctitta, Ici^ng t o ixin- 
siilerahle transfer of mtmey fmm India to l^ondon to Uiko 
Aflvantage of tlw> iugher yield them. The process continued 
till them was a final stabUiaiitioii of tlto mpeo oit a gold 
basis. The Finani^o Member had to gti in for ext^mot 
Ijorrowing- Since then tlii* London money market h£ts lioeii 
ajatematicalJy approached in the face of prions public 
critiriBni, although the Covomniont have always osEerted 
that in an far {Ml money could not bo raised from ilie inves!- 
publifl in IitdltL. tccoiusc to ei^rtini' borFovdng tj> 
be hod. But tlie extent ii f the capacity of the Tiidiuii inafket 
cannot be tested without risk to public i^recHt. Its naaean' 
input therefore dopeiidii Jargal; ou the eTperkiiim ami 
(ikcieiiuit of the Finance Menilwr. 

The telalTFe chespnea et Eteeling and rupee lo&DS.--!n 
tlic ratio Lietwecn bana in TmJia and Engiancl 
was .M-S to 4B’7. The tU35 mtin leaa 50*4 to 411*0. As the 
utcTease is uiainty dne to the {iahilities sssumod for the 
K.LR. ujul tJio G.1J*.J1. debenture Btoeks, it Iiab been 
amply compensated by the acquisition of aaseti^ in India. 
Tim interest paid on ordinary debt in Eiigbnid ia 3*7 jxir 
cent of the total amount of capital, agatiwt 4 per cent of 
the titdirawy debt in India. It may appear at fijiit sight 
that llie interest on tlie foreign tiobt Lm lower than that on the 
rupee debt. Actually l^uidon is tiut the choapur market of 
ihu two. JxiaiiB in lAtuflon are ofiered a higher 3'leld than 
rupee loan.**. Octrrospondingly there is a largo increase in the 
capital value of the Htotlirig debt whore loans are isauod at 
a high discount, and this was so in 1112:1. when tiio T per 
cent dobt wna converUd into 3 per eont by offering double 
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the capital value to tlio ii]vestc>r&. Betwoflu 1U2S mid tttSa 
tiic int«rc£ft |>au1 on ordiiioiy debt in India came down 
from Rs. 20-11 vnvrm to ll?^. lO+M croreSt wliito In tbe 
period tlio corre&pontling amount in Bngland went 
wp from Bs. 14*02 crores to Kh, 18*80 erores. 

Tim position of India^ii Englisli creditors in tbo I^ndun 
market in Ingbly uitisfaet-ory. Almost tlic wlmlo amount 
ifi [)rodiictive and b tiaekod by assets. The capita] in raised 
by a reptiisontative of tlie BritiaL Cahinot in the nainc of 
tlio tjovernniejit adminiaterDd hy a representative of the 
CiTovtu. The financial liosition of India b in no way 
tliau that of any other iiovei^oiDOnt. Tlieru is in particular 
a regular provision for the redemption of debt. India liiis 
navor beoiL a dejaulterr iujr even impiinctua], li k e some 
otiier ODveminonts borrowing in the Lcpudon nmrket. 
Engliidi capitalLKia and indnstrltdbta liavn every reason to 
liwk ufK>ri tndlon loans with favour not memly for Umir 
attractive terms but abo for tbo reason Uiat the amount 
of imrehasing power pooled b allowed to recircnlate in 
tile voimtry thraugh the purolLftae of Engtiaii nmterials for 
Indian railways. I'faere oaimot^ therefore, bo any founda¬ 
tion for the oxeuM? that India's credit in the London mon&y 
market is low. In bust. the market yields of the Imlian istooks 
in the London oxohango aro lower than the yields of many 
Cnlotiiid and Douiiniun Government senuiities. TnHmii 
stooka range next to llie Britieh Fuiidsj showing how ihe 
Ltinduzi invoslors actually assess the credit of indlaii stocks. 
The oliegatian that the credit of Imlia among the foiefgn 
inveitcirs is low is merely a myth« 


V 

The rupee debt and Its okBraoteiixticiL— The rupee portion 
of the pnhllu debt was administered by the ControUef of tbo 
CurreuDy in a separate deportment known oa the Central 
PuhLio l>cbt Office- The mauiigetnent of the Cent ml Publiu 
Ucht Office is now in tho hands of iha iLe^rve Bank of 
India, The management b regiihitcd by an agreeniont mth 
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ilii< Bouik. Tlifl «Lraliii^ portion of tJie doht is managed by 
(Jui Banlu) of Ei^liuicl atiil Irolaud- Ttiijm no lis;<!d nite 
I* guide Uuf actual policy of administmtiou. IL is uifluonoed 
bv VHTUtufl drcumatanuoA, tlio tjfttiiro and tjonditioo of 
maturing cleUte, tk© expediency and uigenuy of the Oovotn- 
nicnt fmanws, and the otnuLition of the mtiney market. 

For over a tbi© Govm^umnt of India Uavo Iweit 

©uudBteiitly following a policy of inamaBing tlie proportion 
of the unfunded debt in Imiia to the funded debt. Receipt© 
in tlio Saving© Baukf* ooil ©ubscriptioiia to the (.'aBh fJerUfl' 
cates, etc,, baTO increased ouusidcmbly. Particular attentiDn 
baa lj«n jtaid to mjikiug the Cupb Certificates more popular 
siitoe 1923 by ofier of hi^ Ixinna, Tlio oFet© of 1923, 
for example, worn oo nwlellcd aa to yield fi per cent com- 
ptnuid interest, although the preyont yield ift mucli lower 
(It j>er cent). In cRcot, betweejn 1933 and 1935 the total 
volume of unfunded debt ooming under Hib term “Other 
Uiiligations'' increased from over Rs. 5fi crores to nearly 
Re, 235 croros. the iiicrcaso of ite ratio to tlm funded doht 
ill India being from 10 per oent to over 441 j>cr cent. The 
capital vnliic of Lndiiau obligation is thoe iuL-roasiug on iho 
more bunlensom© items. 

Casli oertiRoatee have some nelioviiig features. Unlike 
tlte regular annuai rupee loans they are always *'oii tap." 
Tins funrJa mainly oome out of anudl investors anil there- 
foro do not affect the enpitat market very nnmh. VVJicJi a 
cortiihiate is caalied tlie wholo portion of the money witli- 
clrai™ dues not return to fimitioe ooiiauniption gotwla; a 
cansiduniblc amount goes to odd to tlto m^'cstniejit capital 
of the country and is used for ro-tnvestmjojit in house 
projjerty, biininoss or some kind of marketahl© security. 
All tho time n ©hisa of aitiall mvestors ia licitig created hi tho 
process. The Cash Certificate lias tiicrofore been adopted 
as one among the instruments of uncouraging the investment 
habit of tho people. As a Boonrity it eombinee in itself 
features Iwlonging to tsovinga banka deposits, in particular 
the facility for encashment at «iiy time and protection 
ngjuust any rUk of depieciatieu in value, together with 
©ome of tlie clauacteriatiu© of an invesstmeut. It may l>e 
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regtvninl as an idtsl security for the very aniflU ini'cstor. 
enabling him to t-ryss the bridgp iliTidiiig a doiroattor in a 
ftrtTnigB bafiJi j&oni a bidder of luarkotiibic in^estnient 
fioctiritio®. Its capital ™luo ie not subjetit to depreciation, 
(.'ompbinU have often Ikch made that the certificate 
competes with the jornt-Btooh banks and cheeks the growth of 
lionk depwits. Suoli ait tdlegation aecntt to hove no foouda- 
t,ion. The Cosh certificate may on the other Jjand help the 
growth of deposits by encouraging accumulation of funds 
from ncgbctod comers. It is» however, iuelasLio in mspect 
of the rate of inteicHt and it tnaintaiiis little roLatiim with 
tho taarket rate of interest. Aitltetigh the mte has now Ihjeu 
very much reduiKd, the burden of the debt on tlda account 
is still vetv high. Bo also about tho burden of the Provident 


Funds, 

A large amount of unfunded debt is Jiigliiy risky Crnni 
Lite financial point uf view. Experience during the war 
showed that a sudden run on the savings banks by deiwsitoia 
expose tlie Govertiment to uisurmountable diilioultid}, 
Casb certificates are not safer either, lii epite of their fixed 
lenee of life tho iioUem a» at IU*erly to withdraw lhair 
Burns at any time and at oompromiae tales of intoresi 
aflor the expiry of the tirat your. The only attraotion of 
these sources of funds to the Govemment is tliat during 
the uontial period amounts pour into tho Oovomnicnt eoffetw 
without iliBturbiiig the money market and without exposing 
tiieiiiselvftft to iiinch publio onticisiu. They are all the uiore 
attrantivo wl»m ctmont demands for repayiueut are mot out 
of funds fiowing iu, iw tluit in a nmmiil period the problem 
of Todemptiim is very easy and Bunplo, But ihe obligation 
cannot bo ultimately avoided, ami a sudden run luaj" expuHO 
the Government to utter diflciwlit. For ^veral months 
past the inllow'' of funds by sole of cash certUicaUjs has bi^n 
kiiuivn to bo lc»a than the outflow and the balance bl tjouig 
eilher paid out of savings bank deposita or revenue, 

Tlw volume of tiobt on treasury bills varies from time 
to time ill accordainie with the ways and means roquiiO' 
menui and financial polieicn of the Govrsniunint, Lu faeti 
issue of ireaaury bilk woB stopped in 1024 fJau. 27) and 
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reintrwlm'cd m IW27 (Aug, n). 'ITuese bilb have eertaiji 
important economic foatwrea. The diseoiuit- xojfireaentfl 
jirepaid interest as opposed lo the boBos on isosh i»rttfi«Btes 
whioh is paid at the time of encnsluneut. The interest is 
thetefore debited to the year in wluoh biUs nru iasuDd and 
tlio later year iney beiieiit at tlie expense of the earlier, 
idDioiigli the ehnneos for the maldistribution of the Inirfhm 
ATc not scrifniii Tvhen tho otimmey of the billa is (tiiort- 
As tile treasury bills are seoured by wimpetitive tendera, 
tile rate of discount foilows the market rate of intereut 
for shoTt^terTu loans instead of the market rats following 
the bill rate aa determined by tiie Oovemrasnt, But the 
luorket rate itJMslf is not an independent fiuiotion of other 
factors. The Inflow luid outflow of funds in tlio market 
throngli tbo diaohnrge and iaatio of treasury bilb infliieiiOB 
tlio supply and donumd of aiiort-term money in the market, 
and fvgulitts tli« markot rate itself. The treasury bill is thus 
an impi»rlnnt instrument for ctwitroUmg the eeaoonal supply 
of monoy in the market, tho market mU> of interest, and 
al.so for ehiKikurg the ucaeoiiaJ fluotuntiona of tho prisea of tho 
gUtedge. It Imptovea the flnancial facilities of the Indian 
mouiDy market and renders a aafo avenue for iiu» piuploy- 
inent of the ehort-'teTm funds of tho hanks and liunmosa 
people. 

B ed neflon ol mtoreri charges.—During the laat dcrode tlio 
burden of Interest on Indian reveniu; hoe deoreastHl steadily, 
TJic net inteiwt cliarge, after deducting the amount olmrg)^ 
to railwayia, irrigation. Posts and Telegraph, Provincial l^oan 
Futud, and otlier heads, has comedown from Ra, 14'W crerea 
to Its. ororea between 1934-25 and lW34-3Ji. Tliia is 

(lot Mj much due to oohual roduct.i<ni of tbo ratea of interest 
oil the debt ns to Inureaaing chaiga on tndlaii railways, wbirii 
luM gone up ftom Ra. 21-23 crones to Re. SO-81 in the sarao 
period. l*li« gross interest oottmOy increased frotn Its. 37-fid 
emtee to Rs, croree by 1931’32, lu the reviseil 

estimate for 1934-35, the amount ia lower and. is Ka. SIl- ~1 
GTOTee. The beneflta of tlie saTtoge resulting from eonvereJoii 
operations and loanr tiites on uew borrowings ore just being 
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felt. There will be farther iJIeri&tMii af the buitlen of dmht 
ftt ill© pnwent atAle of on^dit rttid the low nmrkot rate of 
liiieiest, idtliiiugh the teimnity of rallw'Jiy deiiraeton may 
dieappuinimenL 

IhffliiJee tlio lurtual rat«fl of iniercai ^id, Ihefv k n secret 
hufthm of tiitcxoat. Moat of tho toarui have lieea lasiijetJ at 
discount with low fatioa of inters t m fmni£<j 
tiie i[i4rket rate to the inveetor. I'hk eyir^temp allhoogh 
mrt- a pooaliitr feattue of idiliim loaite^ either places a seoTet 
burden of internet on the annual revenues or adds to the 
iiapitoJ of the debt. (Jf the lo^uis keued in India the pn^nt 
practice is said to be to distributo the amount of dbcioimi 
over the dfe of the toan and uliaigo the iLonual revenue^ 
wikile for ail atcrliictg loami tbo pmetiee has been to aliorge 
Lh^.^ year of issue for the whole amount of the dliiomuit on 
aoooiutt of the loan or hums iasUied hi that year, Iii the 
hittor eaw tlie present goneratiou b ptmaibcd in favour 
of posiority. Thu system in India stantls in favours bb 
ooiitrasL io that in many other goaniriav wiieir tlte eapiinJ 
of ilia nattonal debt is Hwelbil for the? ainniint of tiio itis- 
G<iujitp pUeJng ucmumulaioci hurdefi on llte future ^iiemtion. 
To wld any portion of the inter^t U* the capital of the debt 
te to pay a compound rate of interest to some extent. 
Relief in the conuiit taxation is ratiLcr apjiarcuit* An 
uppaTOutl}' fictitious rate of intiorcst far &nm the morhei 
mte on investtnont capital pt&e»H both t!ie States and tJm 
investor in a state of uncertainty. A further rke in the market 
rate ilepre^^aes the prieo of the securities extremely low, 
Convemely, a foil in the market rate mmi be abnomiiU to 
allow the State to midertake w'tih ooufidence any con- 
vemimi opetatiort- Sotuetimes. however^ isaue at rliscoutit 
is eonniclered advisable. Wlien a security is a1>uve parity 
in the market and. a new seeuriiy of its kind b not wfuited 
to be bsued at premium, a new loan at tlie neict lower rate 
of interest may rci^uiro lo be issued at dboaunt without 
prejudiolag the price of the old securities and ruXriing the 
ijiteroiii of ttie izivecd-om ami State credit. 
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Coi3S6qQeiioes of pnUic deU-— Tb& bmxlen of itiL" pul^liccLobt of 
indttt is not great . Tlit common w*y of arriving at it b to find 
out tb© ttverttgt* amount per iwid. Oli the bftd» of the poptt' 
latioti in i U31 in Britiab India xhe per capita an;ioniit uomei# iij) 
to li». when tEie total obligation ifl l'i»3e 74 eroresSp 
Tbia is muoh ] 0 sa ttum tudf the natiomd dividend per iiead of 
IndiEUi populatiuu^ on the huab of Professor Finillay Shirraa^s 
ealeuhittau (Rb. 110) for Taking into accciint the 

incueiue in tlte number of [copulation tn the ineiuitimei 
the adverit of the depresaionr and oausequeni fid! in prit'e^p 
tlie Amount of debt per hooiJ wiU be ahout luilf the income. 
Such A proacutation of tlio burden of debt on Indian popu* 
lation huB, boTOver, little vnJtLe when about l,mHi croros 
b baeked by interest-bearing when the whole popu- 

taihm h not taxed, and whm there are matiy who are 
either femate^^ or young, or uld^ or unemployeds The total 
amount of intere^ti ou I mlian debt aftor reaction of 
Ainaunts charged to various depart men Is b about ila. 10 
eroreM (Re. 9-21* crorea in ] 93^34] nnd in about 12 pot 
cent of the total net revenue or net expenditiim olmrgcd to 
revenue. Tlrb oompotee very favounkhly with the defence 
burden which eats op more thm half the tax revenue^ 

Fublio debt hfui variotie ecDiiomie conso^iuenee^ upon 
production and difitribution of wealth widcli vary m accord¬ 
ance with the piirpoeo of the debt, souroea of the funii^ aiid 
the place of it in the fmancml and economic fitmeture of tlie 
natioa, Thai porUon of the debt which represemta the 
Amount of capital of the nation adda to its own wealth and 
■welfartp the economio and eocial tieticfits of ahich cantiet 
Iw exaggerated. The public debt of India htm amply justified 
itfl purpose. It kaa served the camw of efficient adminis¬ 
tration and armeti the State with a standing mAchuiery to 
with famine. Politioally and ocoiiDmically India has 
progtea^iod a good deal tow-artht miificatiou. Kxtemal and 
internal trade has been incrca^d. New avenues of agri- 
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fiulUirnK minatnl aud indiuitnal produotion have been 
opened to the pu-hlie. Wider aouiccs of direet emptoj^ment 
hnvo Jkwo created* 

Recent vie wa on pnblie debt —P^tblie debt for t he ceonotnf e and 
social ufdift of in din has been advomled a-tong witli the desizc 
for expansion of pnblie works m intiin ^incse Indian trade was 
opened to the Britbih public * Colonel Art hur Cotton wiis its 
stanneheist supporter ami he found in the tnKlcrs and mer- 
ohonta onitancheator, Liverpool and Bristol a [urge following. 
The eontemporary pamphlets which coostUnteil the economic 
literature of the time embodied this current of tiioughi. This 
view was oflUgialiy Heceptod by SirCharffis Wood in a {lis[aitch 
and Loni Dalhoitsie assentr^^ aiiiee wlicti the Govenimeni of 
India have not turned away from tins source of oapitai. 
IVith the oommencomeut of tlie present century new 
tKM:inoiiiic fhotighte wenr gaining ground in India. Following 
the arguments of Major Wingate in the middle of the lost 
cwntiuy, who was a great erilio of the British pubUo debt 
policy, stme Indiiin wri tons gave a dtSerent interpretatjoii of 
Indian pubHo debt and read in it the tws of Indian bondage. 
Inilian political ngftatom were brought up in this oonce^pt^ 
It took a very extreme form with the growth of mdicatisin 
in tlm political eonscioiisne^ of India» reciting in tlm 
demand for repudiation of a portion of Indian debt or for 
reparation from the British Government for a share of it* 
In the ljas?:o of controversy which ensmed on the subject, 
the pobticnl, oocnomlo and iijmTielal staiua of India was 
foTgotteti, tlte earltost purpose of the debt was given great 
prominence, the later objeci of it ignored, and the 
present and fntme prospect of Indian public creflit wan 
put in leopardy. A w!iob?sale nation-wide bioa was tTenied 
against the purpose and iitiiity of public borrowing for 
economta HecMmtly a difibrent 1ea<l has been 

given by trained eeonomiste. Fotlowdug the arguments 
which are now awnying the ^Vtsst, economic tliLrikeTB are 
ad vcicaitring expansion of pnbUo works in India to bo financed 
by public borrowing by the State. The argumente for 
reflation have fonrul vrifie favoiti in India sa a remedy For 


m ECONOMIC PROBLEMS OF MODERN INDIA 

the present ccoiiDiuici depression and OQnBei^nent unemploy¬ 
ment. It is daubtful whether il remedy of tho whkh 
might have fayoorablo conAeqnenoe Jn some of thu* smiLlI 
tiidiisLrinl coimtrf^ of the Weet <ian take India nearer to 
her ob}ective, PuLlic cimto demand for indmdml 

rommodldes and industries like engineerings Lrnn and 
eoal, building materials, ete.i and tlic bciwfii gradually 
pennefites the whole economic stmetum of the t^ountry. 
By thus gi^dng an artihoial stmtulus to the dcinand for 
industrial produee^ nn mdiistrial country like Great Britain 
may be ted out of the quagmire of economic dopreasiojsi and 
unompInjTnont. India b a vast agiicultiLral country without 
mucti coonomic coherenoe- To infut^e oiroulatibg medium 
in the land by piihlio worka is iv work of too vast dimenrioiis 
Lo W adopted, Dcopn of money here niid thfire will md 
cure so wtilcspnoarl a diaease, FubUo works in India will 
only create demand for conunoditiea b> the great lienefit 
of foreign industry, and for labour to the benefit of ttrban 
population, The best sort of public works m India to servo 
the pfurjiofttf nnght havo been a network of road construmion 
in the Indian villages for nrid wide, Tho money would be 
mostly ftperit on Inbuur and in villager. The new pnrdialing 
poiver would then crenie demand for agricultural com- 
mndiiies. Still, ua a quick remedy for dopressioiii the work 
eAunat be adrocaied with confidonoe. India p wliich mn 
digcf^t with ec|uaiii mity liundrcds of onsres^ worth nf gold 
without dieturbance to the price lovel, has too rigid an 
economic structure to respond to tho remedy advocated- 
On this score tho Government of India should not pile up 
uneconomic public debt. 

Nevertheless^ tim G«>vemm(mt of India bnvD not given 
up thoir old policy of financing capital expenditure out of 
public loaji£, nut in nay hope of fuidlng out a nrady remedy 
for deprosaioji Init of slowly wotking for the financiat 
prosperity and general economic welfare of the cmmtry. 
Their |Nificj" in recent years has lioon to fftend money ftwly 
on cupital expenditure and to raise a targe portion of it 
by pnbUc toaiis, keeping at the sanxe time the total amount 
under effective oontrot without overstraining the market 
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and tlie or^it. The two gutdiiig iirinyi|ilea 

are to uudortake those objects of capit al expenditttre M'liioh 
ajts ccoiioinicaHy Hound tuui proiliiotivo nud to avoid piio- 
grammf^ on a disproportionatety largo eca^et making the 
pwtority pay, 

Stcrting loan v^rtm fupee loan,—The gnenUist part of 
the ooiitroverMy on Indian public ilebi boon on the 
{KioitUin of foreign capital in the national deUl of India _ 
Extreme views still prevail in the countpjp The problem 
came up for rational coasidetuilua before thu External 
Capital Committee and the vecdict itas boon in favour of 
extema] capital for the economic dcTOlopmout of India do 
long aa indigenous capital is rtot fortheoming. *I he argument 
of the econoiuifit Im iiot-hmg much dilTcront, Foreign capital 
without foreign politicid control Ia ilt^imble for India* 
although the isoiistitutional documaut of India gives 

statutory i^emianGnco to that control in tlm name of safe' 
giianting llio uttered; of tlio foreign capital in India. 

In tho choi<sa between sterling loan and rupee ban, the 
probbm is threefold. The Oovemment areto pru^^ 

tlie obfitioity of Ripply of enpital in the Indian marteL in 
propotiJoti to the of return and other advantages 

offered^ They cannot afFoi*d to impose a scrioiw burden on 
the tflX£ja3'or by offering a high yield b order to keep 
pubiio ioaiu^ icstriot-ctl to the home market- Kor should they 
iH-rioiialy injurcr the eioim of Indian trade ftud capital in 
the home market. External burrowing under such con- 
ditioiLs ia a imrk of finiinoial wiadom provided the flacrifico 
in moDoy and autonomy ia not very greut. 

The etorliiig debt of Tzidia ia i*afiooiatcd with the prohletn 
of Indian Home Chatges* Bulanee of Trade and rutee of 
exclumge. The amount of bitcrest paid to Indiana ov^reea^ 
fueditors forma a large part of ths Home CHinrgce. Lfians 
floated oxert a favourable bflimnoc over Indian espbauge, 
whlie the payment of intereai workji in the contrary way. 
It !io-s often Iw-n coutcudfNl by tho critics of the Govern¬ 
ment that they have aometimea piifjw#cly nianipuJatctl 
Indian exchange by floating uiuiceeaBory sterlmg JDana. 


4&S ECONOMIC PEOBLNMS OP MOOEBN INDIA 

In nckmiol oonrae India reqnirm to maintam a taige favour¬ 
able balance of viaible trade to meet tlio faujtlea of Ler 
foreign obligations and to prevent tbe exchange from fnlUwg 
moob bolow parity. DuziDg the last decade India's favour¬ 
able balance of trade in mertthandise lias eome domi from 
nearly 147 onires to £1 ei'oiea. In th<^ days of exoeesive 
eeonenujo natidnalisi]) tliera is nay stnalJ hope of India 
regaining her forn^ position. To-day the position has 
been maintained liy an abnormal gold export. But very 
soon it may be greatly burdensome for India to meet lier 
foreign obligations, unless they are met out of new loans, a 
very dangerous praettoo In national and uitornattaDal 
finance. The United States of Amerioa has been the latent 
victim of a aiinibir polley follo^'ed by many Contra! Euro¬ 
pean eountnes. India should therefore'replace her foreign 
obli^tions by rupee debt as far aa poesilde. Dtlierwue, 
Indian trade, Qurrenoy, exobaiige, and finance urill bo in 
a middle. 
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